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PREFACE 


HAT part should our governments, federal and state, 
attempt to play in assisting the American people to 


meet the hazards of unemployment, homelessness, 
poverty in time of sickness, destitution in the years of old age? 
Diversified answers to this profoundly perplexing question are 
offered in Congress, in state legislatures, in the press, over the 
radio, from platform and pulpit. Each answer is weighed not 
only in the scales of social justice but also in the delicate bal- 
ances of economic judgment and political expediency. Pre- 
cisely because the problem is so compelling and so complex, 
this collection of papers, analyzing the issues, approaching the 
solution from various philosophical angles and bringing a 
wealth of specific knowledge and experience to bear upon 
current proposals, may be presented with a reasonable expecta- 
tion that it will do much to clarify the debate. 

This volume serves also as a record of the Semi-Annual 
Meeting (Fifty-fifth Year) held by the Academy of Political 
Science on April 16, 1935, at the Hotel Astor in New York 
City. The officers of the Academy wish to express their sin- 
cere appreciation of the public service rendered by the dis- 
tinguished experts who participated in the meeting. The 
members of the Committee on Program and Arrangements 
were: Dr. Charles A. Beard (Chairman), Paul Fortier Jones 
(Acting Director), Winthrop W. Aldrich, W. Randolph 
Burgess, Homer Folks, Thomas W. Lamont, Sam A. Lewisohn, 
Samuel McCune Lindsay, Parker T. Moon, Shepard Morgan, 
Ogden L. Mills, William L. Ransom, Lindsay Rogers, Edwin 
E. Witte, Leo Wolman, Owen D. Young (President). 
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PART I 
OLD-AGE SECURITY AND HEALTH INSURANCE 


INTRODUCTION * 


LINDSAY ROGERS 
Burgess Professor of Public Law, Columbia University 


of the fifty-fifth year of The Academy of Political 
Science. The subject which is to be discussed this 
morning is “ Old-Age Security and Health Insurance”. 

In the introduction of his Manual of Political Economy, 
published more than a century ago, Bentham asked how a 
“maximum of happiness in so far as this . . . is promoted by 
the production of the maximum of wealth and the maximum 
of population” could “be best promoted by the hands of 
government.” There were some cases, he said (most cases in 
Bentham’s view), where the end could best be secured by in- 
dividuals acting for themselves, with no special interference by 
government save the protection given by the civil and penal 
branches of the law. Such cases Bentham described as arising 
sponte acta. Other cases “in which, and the measures by 
which, the common end may be promoted by the hands of 
government ”’, he called agenda; but the general rule was that 
without some special reason “nothing ought to be done or 
attempted by government. The motto or watchword of 
government on these occasions”, Bentham declared, “ ought 
to be: Be Quiet”, do nothing. 

The measures which could not be justified as exceptions to 
this rule were to be “considered as non agenda on the part 
of government. 


Ts ladies and gentlemen, is the Semi-Annual Meeting 


1 Opening remarks of the Chairman at the First Session of the Semi- 
Annual Meeting. 
[273] 


ll 

| 


2 SOCIAL LEGISLATION IN THE UNITED STATES [Vor XVI 


“The art [of political economy] therefore’, in Bentham’s 
view, “is reduced within a small compass: security and free- 
dom are all that industry requires.” But, when Bentham used 
the word “security ”, he had no idea whatever of the content 
of the word “ security ” which is in your minds and which will 
be in the minds of the speakers this morning. “ The request 
which agriculture, manufactures, and commerce present to 
government is modest and reasonable as that—” and this is in 
Bentham’s day, “—which Diogenes made to Alexander: 
“Stand out of my sunshine.’ We have no need of favor. We 
require only a secure and open path.” But now, as far as 
industry is concerned, the sunshine seems to be dimmed by 
clouds. 

In the later pages of his Manual of Political Economy, 
Bentham went into details in respect of certain matters which, 
he says, “ clearly should be non agenda” ; that is, the govern- 
ment should have nothing whatever to do with these matters. 
I select at random a few of the activities which he warned 
against: all interference with prices or with the price 
structure; all interference with wages. Bentharn did not like 
tariffs; he did not like bounties on imports or exports. Of 
course, in those days no one had heard of quotas or of currency 
depreciation in order to encourage trade. Bentham disliked 
bounties on production. He inveighed against any gift by 
the government or any loan by the government except at the 
market rate of interest. He didn’t want money tinkered with. 
In these days of state interference, the list of monagenda as 
given by Bentham has perhaps a melancholy interest, if that 
is your point of view, or it has an attractive interest, if that is 
your point of view. 

A few years ago in this country a discussion of social 
security, of old-age legislation, or of health insurance would 
have seemed a discussion of something which was considerably 
in the future as a political possibility. Nowadays, however, 
these matters seem to be really articles of conservative faith in 
comparison with other proposals that are made. I don’t know 
whether the speakers who are to follow will say they are 
articles of conservative faith, but, after they finish, we shall 
know what their views are. 

The first speaker was to be Mr. John T. Flynn, but Mr. 
Flynn’s secretary has telephoned that he is in bed with the 
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influenza, running a high temperature, and, unfortunately, his 
speech was not written. He was to speak extemporaneously, 
so you will have to learn Mr. Flynn’s views on the “ Political 
Setting for Social Legislation” by watching carefully the 
periodicals for which he writes. 

The Committee in charge of this meeting boldly suggested 
I pinch-hit for Mr. Flynn. When the Committee asked me 
to preside, I told them my principal qualification as a presiding 
officer was that I could be very brief. I have always thought 
that one of the best introductions ever given by a presiding 
officer was an introduction which the elder Senator La Follette 
used to talk about. He had suffered from long-winded 
chairmen, and he was delighted with the introductory remarks 
of a German out in Wisconsin, who spoke to an audience as 
follows: 

“Ladies and Gentlemen: I have been asked to introduce 
Senator La Follette, who will speak to you. I have now done 
so and he will now do so.” 

Our first speaker is Professor J. Douglas Brown, who is 
Professor of Economics and Director of Industrial Relations 
Section, Princeton University. He was a consultant to the 
Committee on Economic Security which developed the pro- 
posals that have been followed almost entirely in the titles of 
the Security Bill concerned with old-age security. Professor 
Brown’s specific topic is “ Proposals for Federal and State 
Codperation”’. I have great pleasure in presenting Professor 
Brown. 
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PROPOSALS FOR FEDERAL AND STATE COOPERA. 
TION FOR OLD AGE SECURITY 


J. DOUGLAS BROWN 


Director, Industrial Relations Section and Professor of Economics, 
Princeton University. Staff Consultant, Committee on 
Economic Security 


T some time in the life experience of each of us there 
A comes a day when we realize that we are middle- 
aged. Individual reactions to this realization may 
vary with our emotional, cultural or economic environment, 
yet we do not need doctors or insurance men to tell us that the 
management of one’s affairs should be adjusted to the physical 
fact of age. But middle age is not alone the experience of 
individuals. It is all too strikingly a phenomenon of nations. 
European countries have long since faced the problems of 
maturity. The depression has only recently startled America 
into the realization that it, too, is approaching middle age. 

The physical indications of the age of the American nation 
are readily apparent. In 1910, approximately 4,000,000 
persons, or 4.3 per cent of our population, were 65 years of age 
or over. In 1935, twenty-five years later, this number has 
reached approximately 7,500,000. Twenty-five years hence, 
this older group in our population will already number 13,- 
600,000 and constitute approximately 9.3 per cent of our 
population. In less than the life span of many of us present, 
the absolute number of aged persons will have trebled and 
their proportion to younger persons more than doubled. While 
it would be interesting to consider the possible effects on the 
emotional and cultural pattern of our country which will 
accompany this dynamic change, the most pressing questions 
concern the economic consequences involved. 

It will not be an easy task for America to adjust herself to 
this change. With all the fervor Americans exhibit in the 
pursuit of scientific progress, our medical profession, patholo- 
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gists and public health authorities have rapidly extended the 
life expectancy of our people through the control of disease. 
At the same time, the pace of industry has accelerated, and 
employers are requiring a higher and higher degree of 
physical codrdination and mental adaptability on the part of 
their employees. The older worker once out of a job faces 
increasing difficulty in obtaining new employment. Thus the 
physical span of life is reaching further and further into the 
sixties and seventies, while the span of economic activity—at 
least, the ability to secure re-employment — is persistently 
ebbing back into the fifties and forties. 

But the problem of old age is not merely concerned with 
gradual pressures. The depression has accentuated the growth 
of dependency due to superannuation. Already 736, 
persons over 65 are on public relief rolls. In addition, 180,- 
000 are receiving state pensions. A fair estimate of old 
persons receiving public assistance of some sort is 1,000,000 
individuals. Altogether between a third and a half of those 
65 or over are dependent on public assistance, private charity, 
or family support. The resumption of business activity will 
have much less effect in reducing this proportion than in 
returning younger workers to gainful employment. The 
difficulty which many workers now in their fifties and early 
sixties will experience in securing re-employment and their 
inability to replenish the savings dissipated during a protracted 
period of unemployment may well lead to a sharp rise in the 
dependency rate of persons reaching 65 in the next decade 
or two. 

Against this background, it is easy to understand the rapid 
extension of state old-age assistance plans in recent years. 
Gaining momentum in the late twenties, the movement for this 
type of legislation had become so widespread after the depres- 
sion commenced that in 1931 alone five states enacted assistance 
laws. In 1933, when many legislatures were again in session, 
ten states were added to the growing list. By the first of this 
year, twenty-eight states and two territories had enacted pen- 
sion laws. The pressure for legislation in other states has con- 
tinued to mount and only the existing uncertainty as to the 
form and fate of the federal Social Security Bill has prevented 
an impressive number of new state laws. 

[277] 
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In addition to the two basic conditions already mentioned— 
the larger number of aged persons and the rise in the rate of 
dependency due to the depression—other forces have been at 
work in arousing support for this type of legislation. The 
heavy expense and the inhumanity of the poor-house method 
of caring for the aged have become more clearly recognized. 
With increased urbanization, the unhappy lot of the aged has 
become more apparent and social service organizations have 
emphasized the advantages of assistance in the individual 
home. Further, several comprehensive studies by state com- 
missions and the active propaganda of public-spirited organ- 
izations have awakened political interest in the need of more 
adequate assistance machinery. 

But the existing state old-age assistance laws, though a 
marked forward step, had shortcomings which aroused ap- 
prehension by the early years of the depression. Residence 
requirements ranging from 10 to 35 years sharply reduced 
coverage. The minimum age limit of 70 years in many laws 
eliminated a large number of indigent persons from pension 
rolls. The rising cost of unemployment relief prevented many 
states and counties from assuming the burden of adequate 
assistance under existing pension laws even for persons eligible. 
In 1934, the average pension paid was but $16.47 a month and 
only 180,000 old persons were on pension rolls. Four times 
this number of old persons were on other forms of relief. 
Average pension grants varied from $7.28 a month in Montana 
to $22.16 in New York. A few leading states accounted for 
the greater part of the coverage and expenditures under the 
program. 

When the Committee on Economic Security began its study 
of the national old-age security problem last September, the 
staff experts attached to the committee agreed almost immedi- 
ately that some form of federal-state codperation was urgently 
demanded to buttress and expand the coverage of state old-age 
assistance. Building on the Dill-Connery Bill which had been 
pending in Congress for several sessions, the Committee’s staff 
recommended the increase of the proposed federal subsidy 
from a third to a half of the amount of assistance granted by 
the states, with a maximum limit of fifteen dollars per person 
on the federal government’s share. It was further proposed 
that the residence requirement of approved plans should be 


N 

i 

{278] 


No. 3] FEDERAL AND STATE COOPERATION 7 


reduced to five years, and that the minimum age for eligibility 
be set at 65 years, with an allowance of five years in which 
states having a 70-year limit might adjust their laws to the 
permanent standard established. Further recommendations 
included the requirement that state plans be mandatory on all 
political subdivisions and that the state itself participate in 
the financing and supervision of the plan. 

All these recommendations were accepted by the Committee 
and written into the Security Bill. They have stood the gruel- 
ling test of protracted study and debate by the House Ways 
and Means Committee. A further recommendation that a 
state plan should furnish assistance sufficient for “ reasonable 
subsistence compatible with decency and health ”’ failed to meet 
the approval of the House Committee, which feared dictation 
from Washington as to the proper standard of subsistence in 
the various parts of the country. 

There is much reason to believe that this plan of federal- 
state codperation in providing assistance to aged persons will 
be enacted into law in this session of Congress. The plan fits 
into the President’s program of eliminating “ unemployable” 
persons from the federal unemployment relief rolls. Financial 
encouragement and assistance to the states is highly necessary 
to accelerate this shift. The desire of western and southern 
Congressmen to tap permanently the tax sources available to 
the federal government in meeting the mounting problem of 
old-age dependency is a powerful stimulus to action. One has 
but to mention the Townsend Plan or the “ Share the Wealth 
Movement” to sharpen the interest of any Congressman from 
states west of the Mississippi or south of the Potomac in federal 
assistance to dependent old persons. 

But the full responsibility of the federal government in 
meeting the problems of old-age security will not be met by 
the enactment of Title I of the Social Security Bill. To 
students who have followed the experience of other countries, 
codperation in the financing of state assistance grants is but 
the first step in meeting a permanent and growing need. To 
the staff of the Committee on Economic Security, the device 
of subsidies is largely one of expediency in meeting an existing 
emergency and in serving as a residual, secondary defense 
against distress once a constructive program is operating. The 
reasons for this position are many. 
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The experience of other countries indicates that the burden 
of old-age assistance grants will rise steadily, not only on 
account of the increase in the number of aged persons but 
because of a persistent increase in the proportion of aged 
persons requiring assistance grants. Not only may the lower- 
ing of age when re-employment is readily possible lead to this 
condition, but the fact that assistance is available and, perhaps, 
quite respectable, encourages a changed attitude toward 
accepting it. Further, relief in old age based on a means 
test, no matter how polite, is not an ideal method of affording 
security. Sustained morale of a population can be assured 
only if income in old age is certain and the recipient feels 
that it is his as a right based on contributions in earlier years. 

The economic effects of a definite and regular income for 
aged persons are almost as advantageous as the social. In- 
stead of fluctuating taxes for relief reaching a peak when 
business is depressed, a system of contributory-contractual 
benefits provides a steady income for consumption purposes to 
a considerable proportion of the population in good times and 
bad. As a matter of fiscal policy, the method of subsidy of 
one unit of government by another has definite limitations. 
A constructive program of old-age security should relate the 
source of benefit more closely to the place where productive 
years are spent. 

These and many other reasons led the Committee on Eco- 
nomic Security to approve and write into proposed legislation 
the recommendations for a federal system of contributory old- 
age insurance developed by the staff of the committee. This 
plan is advanced not only as a means of making manageable 
the burden of the federal government but, even more, as a 
method of stabilizing the financial drain upon the states. In 
the absence of such a constructive program or of a generous 
central government, few states could withstand a sustained 
drive for a costly relief program such as the Townsend cam- 
paign exemplifies. The best service which the federal govern- 
ment can render both to itself and to the states is the inaugura- 
tion of a national old-age insurance program. 

But why a federal plan for old-age insurance rather than a 
system of federal-state codperation in fostering and standard- 
izing state insurance plans? The reasons for a national plan 
are convincing. First, and perhaps most important, is the 
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fact that it is actuarially impossible to set up a system of 
autonomous state plans on any workable basis. No one could 
have estimated forty years ago the number of aged persons 
who might find California a delightful climate in 1935. 
Further, it is highly desirable to avoid interference with labor 
mobility and to make uniform throughout the country the cost 
of industry’s contributions to the plan. The financial security 
of the federal government, as well as its ability to handle the 
investment of reserves of unprecedented size, weigh heavily in 
the balance. Old-age insurance is, in its day-to-day aspects, 
a routine business and like the post office can be handled more 
economically on a large scale. The evolution of policy in 
the larger aspects of the program may require from fifty to a 
hundred years. Should we await the maturing of forty-eight 
different experiments before arriving at a standardized 
program? 

It has been the conclusion of the Committee on Economic 
Security that the federal government should assume responsi- 
bility for this part of the combined attack on the old-age 
problem. Old-age insurance will never be sufficient alone. 
There will still be a need for federal-state codperation in meet- 
ing the general problem in the decades to come. The casual 
worker, the domestic servant and the agricultural laborer are 
not covered in the present insurance bill. The small shop- 
keeper, the farmer and the housewife frequently need assist- 
ance in old age. The state is essentially the proper unit to 
supervise relief, where relief is necessary. The federal govern- 
ment should continue to codperate, leaving the function of 
direct control to the state. But America is weary of relief 
and the need for relief. The highest degree of coéperation 
depends upon the proper division of function between codper- 
ating units of government, and the effective exercise of each 
function when properly assigned. Is it not reasonable for the 
federal government to assume its full responsibility in such a 
coéperative approach now that, as a nation, we have arrived 


at middle age? 
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CHAIRMAN Rocers: I understand that the practice at these meet- 
ings has to this time been to defer questions until all the papers have 
been read and to have the discussion then after the speakers have 
finished. I note, however, that the three subjects which are to be 
discussed are rather separable and it occurs to me that if anyone 
wishes to make a remark about Professor Brown’s interesting address 
or to ask a question, the remark or the question would be more 
pertinent and pointed now than if we deferred it until after the final 
speaker has concluded. Are there any questions, any dissents, any 
approvals? 


PROFESSOR SUMNER H. SLICHTER: Would Professor Brown be 
good enough to elaborate on the highly important problem of accumu- 
lating a financial reserve? 


PROFESSOR Brown: In the original recommendations of the Com- 
mittee on Economic Security the rates of contribution on the old-age 
insurance were from 1 per cent up to 5 per cent, stepping up in 
five-year intervals. In the course of the consideration of the bill by 
the House Ways and Means Committee, Secretary Morgenthau made 
a suggestion that these rates of contribution be raised from 2 per cent 
to 6 per cent, stepping up at three-year intervals. The reasons that 
lay behind the suggestion were that Secretary Morgenthau wanted to 
see the plan “ self-sufficient”. He wanted to arrange the income 
and disbursements under the plan so that the federal government 
would never have to subsidize the reserve for old-age insurance. In 
accepting his suggestion, the House Ways and Means Committee 
altered very seriously the fine balance that the Committee thought 
it had established in making the reserve adequate to meet drains 
in times of depression, and yet as small as possible. A small reserve 
is essential to avoid fiscal problems and to reduce the amount of funds 
going into the reserve at the expense of consumer purchasing power. 

The Committee’s recommendations call for a maximum reserve 
of eleven billions of dollars. A full reserve would have been some- 
thing more than fifty billions of dollars. We felt that eleven 
billions was sufficient as a revolving fund to meet periods of depres- 
sion and other possible contingencies. 
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Secretary Morgenthau’s proposal now brings that reserve up to 
$32,000,000,000, which is sufficient, when invested in federal securi- 
ties, to absorb practically the whole amount of federal securities 
outstanding. If a reserve of that size existed today, the federal gov- 
ernment through the old-age fund would be virtually the sole 
possessor of the federal securities now outstanding. I will not go 
into the complications that such a situation would involve. 


Mr. FREDERICK J. STEINHARDT: Would Professor Brown explain 
what is the House substitute for the decency standard? Must the 
Federal Administrator match all contributions up to the maximum 
or as new standards are substituted ? 


PROFESSOR BROWN: There is no standard as to the minimum as- 
sistance grant in the revised bill. It is up to the state to give the 
amount of money it thinks necessary in a particular case of old-age 
dependency. Whatever it gives, if it is $2 or $3, or anything up to 
$15, will be matched by the federal government. 

The Committee proposed a minimum standard embodied in the 
formula, “a reasonable subsistence compatible with decency and 
health.” These are just words, but there was an idea behind them. 
The attempt was to find words which the Supreme Court of the 
United States or the Federal Comptroller would recognize in per- 
mitting the Federal Relief Administrator, or whoever else allotted 
the money, to say, “ No, Alabama (or Utah, or New York) has not 
provided an amount of assistance sufficient for decency and health. 
We will not approve further grants to that state.” But that was 
struck out. Congressmen didn’t want the Relief Administrator or 
the Social Security Board or anybody else to tell Alabama that it 
wasn’t giving some old colored mammy up in the hills enough money 
for old-age assistance. 


CHAIRMAN Rocers: Dr. Edgar Sydenstricker, who was to speak 
to us on “ Health Insurance”’, also has influenza. It seems to have 
laid its rather devastating hand on our program this morning, but at 
least we can hope that the gentlemen will recover very rapidly and 
be glad that they are not here to give us their germs. (Laughter) 

Professor Sydenstricker, with more preparedness than Mr. Flynn, 
whether this difference in preparedness results from the fact that one 
is a research man and the other a journalist, I am not venturing to 
say, prepared his paper and it is here. The words will be the words 
of Dr. Sydenstricker, but the voice will be the voice of Dr. I. S. 
Falk, who is a research associate of the Milbank Memorial Fund. 
Dr. Falk. 
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HEALTH INSURANCE AND THE PUBLIC HEALTH 


EDGAR SYDENSTRICKER 
Scientific Director, Milbank Memorial Fund 


procedure in most modern nations, is now so contro- 

versial a subject in this country that I may be par- 
doned, perhaps, for confessing to a certain degree of wariness 
since I have found that the subject has not been discussed with- 
out some degree of heat and unreason. In this audience of 
academicians, however, I am less uneasy on this score, although 
I am not learned in the field of political science. Furthermore, 
I shall be obliged to impose upon myself the limitation that I 
am not at liberty to discuss at this time the results of the studies 
of health insurance which I was requested by the Committee 
on Economic Security to conduct in connection with the Presi- 
dent’s program for economic security. These results as well 
as proposals from other sources are now before the committee 
for consideration. Whatever views I express are, of course, 
upon my own responsibility and must not be interpreted as 
reflecting the attitude of any organization with which I happen 
to be connected. 


i | EALTH insurance, although an accepted governmental 


I 


I would like to approach the subject of health insurance pri- 
marily from the viewpoint of its possible use as a means of 
health conservation rather than that of economic security, 
although the two are necessarily interrelated. Health insur- 
ance, as the term is commonly used, is a method of distributing 
among population groups and over periods of time two kinds 
of financial burdens resulting from illness: (1) loss of wages 
due to temporary disability ; and (2) the costs of medical care. 
One enables the insured person to prevent the standard of 
living of himself and his family from being too seriously low- 
ered or from reaching zero during his illness; the other enables 
him to have medical care when he or a member of his family 
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is ill and, incidentally, enables those who render care to be 
paid and to be paid promptly. In so far as the method of in- 
surance actually will assure medical care of good quality to 
persons with modest and low incomes who cannot now receive 
it without sacrificing other necessities of life or without beg- 
ging for it, it properly can be regarded as a direct public health 
measure. 

The concept of public health which we are gradually coming 
to accept is much broader than what is now usually connoted 
by the term. Whether the general welfare clause of the Fed- 
eral Constitution be interpreted strictly as the power to levy 
taxes for the welfare of people or more loosely as the power 
to promote the welfare of the people in any way possible, it 
has always been and still is generally held that society is re- 
sponsible for the health of all its members. At first this re- 
sponsibility was limited to community conditions such as sani- 
tation, pure water and food, and the control of infectious dis- 
eases. In recent years this responsibility has been gradually 
broadened to include the early diagnosis of certain diseases and 
impairments, the prevention of infant and maternal mortality, 
the promotion of child health, the education of individuals 
in the principles of personal hygiene and the medical care of 
persons afflicted with mental disorders, cancer, orthopedic de- 
fects and certain other diseases. The general medical care of 
the indigent has long been assumed to be a public responsi- 
bility, although only poorly discharged. In New York State, 
for example, the Welfare Law definitely says that, “ the pub- 
lic welfare district shall be responsible for providing necessary 
medical care for persons under its care and for such other 
persons otherwise able to maintain themselves who are unable 
to secure medical care.” The newer concept is much broader. 
Society has a basic responsibility (in addition to functions 
already being exercised) for assuring, so far as it can, to all 
of its members, healthful conditions of housing and living, a 
reasonable degree of economic security, proper facilities for 
curative and preventive medicine and adequate medical care— 
in fact the control (so far as means are known to science) of 
all of the environmental factors that affect physical and mental 
well-being. Such a concept in no way postulates any partic- 
ular form of government nor does it prescribe any specific 
method. There is no reason why society cannot discharge this 
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responsibility under any form of government in which it can 
express its will. Although the older public health functions 
have been and are exercised, more or less, under the police 
power of the community, many of the newer measures for the 
maintenance of health are, to a certain extent, carried on by 
voluntary organizations, by private practitioners of medicine, 
and by various combinations of public functions with the ac- 
tivities of private organizations and individuals. 

Quite aside from these rather theoretical considerations, 
however, is a very practical reason for regarding medical care 
as an essential part or complement of society’s efforts to con- 
serve health. Experience has shown that the effectiveness of 
a specific public health procedure is in direct ratio to the 
amount of efficient medical or other service actually rendered. 
Sanitation for an entire community is not possible until the 
community itself provides facilities for sewage disposal. A 
safe water supply is generally impossible for a community 
until community water-purification plants are provided. The 
control of smallpox and diphtheria, for example, has been found 
to be impractical unless vaccination or immunization actually 
is accomplished. Public health agencies are beginning to real- 
ize that it is uneconomical for a public health nurse, for 
example, to educate an expectant mother in a family with 
low income in the principles and practice of maternal hygiene 
unless medical and nursing facilities are provided for her dyr- 
ing prenatal, delivery and post-partum periods. To put it 
bluntly, society’s responsibility for the health of its members 
cannot be discharged until and unless medical services and 
facilities are made available to the entire population. This 
does not mean “ socialized ’’, “ sovietized”’, or “ state” medi- 
cine. It does mean that medical care is a necessity of life to 
the individual and care is essential to national well-being. 


II 


I do not suppose that it is necessary for me to discuss before 
such an audience as this the present situation as regards health 
and medical care. I think we all realize that notwithstanding 
great advances in medicine and public health protection, the 
American people are not so healthy as they have a right to be. 
Millions of persons are suffering from diseases and annually 
thousands upon thousands die from causes that are preventable 
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through the use of existing scientific knowledge. Numerous 
inquiries have shown that there is a direct correlation between 
low income and high mortality and high morbidity. Care- 
fully conducted studies of considerable samples of our popu- 
lation have proved beyond doubt that a large proportion of 
families cannot afford to obtain medical care and that hun- 
dreds of thousands of cases of sickness needing medical atten- 
tion are unattended. These are sweeping statements. They 
have been challenged by some who are under the impression 
that because individual physicians render medical care to the 
poor who call upon them, it is therefore to be had. Many 
physicians, social workers and nurses are daily aware of the 
actual situation and competent students have established the 
accuracy of the statements regarding it. 

Now, if we grant that medical care is a necessity of life and 
of national well-being, and if we are aware of the fact that a 
large proportion of the population is deprived of this necessity, 
we are confronted with the serious question of how those who 
need medical care can be assured of it. It is not an easy ques- 
tion to answer. It involves the choice of the methods that are 
or will be most effective under the existing economic system, 
the existing organization of medicine, without forcing radical 
changes in our habits or violating too seriously our traditions. 
This is, I admit, a pragmatic approach and assumes the superi- 
ority of evolution over revolution; it is much easier to plan 
revolutions than to appraise correctly the conditions under 
which social evolution is proceeding and to benefit from the 
process. Medical care is an economic as well as a social ser- 
vice. Most of it is on sale. A minority of the public can 
purchase it without financial difficulty. Another minority 
must beg for it. The majority can purchase it only when it 
is urgently needed. Four-fifths or more of the producers of 
this service are professionally and expensively trained persons 
who, within certain legal restrictions and self-imposed limita- 
tions, are engaged as entrepreneurs for profit and in rendering 
a social service as well. We must assume that for a while, at 
least, some of the population will be poorer than their neigh- 
bors. We assume also that any arrangement for medical ser- 
vices which may seem advisable should interfere as little as 
possible with the conditions of medical practice as they have 
been developed in the United States. 
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III 


The choice of the method or methods best suited to a solu- 
tion of the problem may be approached in several ways. 

One way, of course, is by definition not even an approach 
since it proposes no definite or planned action but trusts to a 
process of trial and error or, at most, to more or less casual 
experimentation. Another approach might be through the 
commercial organization of medicine and medical services on 
a large scale. I think it is safe to say that any solution of this 
nature would be unsatisfactory and repugnant to the medical 
profession. It would be ineffective because the real economic 
problem would not be met; for even if medical care could be 
sold according to department store methods, a large proportion 
of the moderate- and low-income families could not afford to 
buy it. A third approach is to make all medical services gov- 
ernmental functions either by the gradual development of pub- 
lic medical services along lines already fairly well established, 
or by some revolutionary action. This approach is through 
the method of “state medicine” in its complete form and 
would result in the socialized practice of medicine in the same 
way that the postal service or public education is socialized. 
It is regarded by many as unwise, impracticable and destruc- 
tive of quality of service. I hold no brief for it. 

The fourth approach is through the application of the prin- 
ciple of insurance. It is significant, I think, that all efforts 
to find a solution are actually based upon the principle of dis- 
tributing the costs of medical care, as well as loss of wages due 
to sickness, among members of a group or over a period of time, 
or both. For example, many physicians employ a sliding scale 
of charges in order that the rich may aid in paying for charity 
practice. Some commercial organizations for the sale of med- 
ical services are being tried in some sections of the United 
States. Various voluntary schemes of health insurance have 
long been in operation among various groups in this country. 
Agencies are being formed for the payment of medical bills on 
the instalment plan; group hospitalization for the insurance of 
hospital costs is finding favor in many communities ; industrial 
establishments are providing medical care to the workers and 
in some instances to their families as well, either on a compul- 
sory or on a voluntary basis; more commercial insurance com- 
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panies are already considering the provision of medical care as 
one of the benefits of group sickness insurance. In a few 
places, county medical societies have organized service bureaus 
to adjust the medical fees charged to the worthy poor. In the 
Pacific Northwest there has been an important development of 
medical service bureaus which apply the principle of insurance 
to medical care provided under the auspices of the medical 
society. And, as you all know, health or sickness insurance has 
been in vogue in Europe, in Great Britain and in Japan for 
varying periods of time. Whether a solution based on the in- 
surance principle is fully adequate or not, it is a significant fact 
that not a single country which has adopted health insurance 
has ever thrown it aside—though each country which has prac- 
tised health insurance has from time to time made changes in 
the plan, its coverage and its operation. 

In this country, the question of health insurance has again 
come to the fore after a lapse of nearly twenty years. Bills 
have been introduced in a number of states. The President’s 
Economic Security Committee was charged with the study of 
health insurance as a measure of meeting the risks to economic 
security arising out of ill health. Since health insurance must 
involve the physician, the medical press has given much atten- 
tion to the discussion of health insurance. The non-medical 
press and periodicals have discussed the pros and cons of 
various proposals. 


IV 


As I have said, I cannot, of course, discuss at this time the 
results of the studies made under the auspices of the Presi- 
dent’s Committee. Perhaps I may suggest for your considera- 
tion, however, some general conclusions to which I have been 
led by my own studies. I am not, on this occasion, presenting 
any argument for health insurance, but if insurance against 
the costs of medical care and insurance against loss of wages 
resulting from illness are to be adopted in this country, I 
suggest that at least the following propositions should be given 
serious attention: 

1. The two types of insurance—insurance against loss of 
wages resulting from illness and insurance against the costs of 
medical care—should be regarded as separate and distinct. 
One is a form of unemployment insurance although it differs 
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from insurance against unemployment from other causes in 
that its actuarial basis is easily established and no large re- 
serves are necessary. It may be pointed out, however, that 
the principal reason for the separation of the two forms of in- 
surance is an administrative one, namely, that the physician 
who certifies the disability of the insured person in order to 
draw cash benefits should not be the attending physician nor 
a physician who competes with private practitioners. 

2. If a national system of insurance against the costs of 
medical care is the ultimate goal, it should be of the federal- 
state permissive type and should be so designed as to allow 
each state the greatest possible latitude in shaping the pattern 
of its system in order to draw a modest federal subsidy. The 
federal subsidy should be sufficiently large to encourage sound 
standards of administration and of protection for the medical 
profession. The states should, as far as possible, decide the 
populations to be covered and the kinds of medical services to 
be included. These proposals seem to me to be wise because 
existing facilities for medical care, the size of the easily in- 
surable population groups, medical traditions and practices, 
and economic and social conditions differ widely in various 
sections. They are wise, also, because as states come into a 
federal-state system, if they do, they will come slowly and 
thus provide a period of greatly needed experimentation. 

3. For the groups to be covered, insurance against the costs 
of medical care should be compulsory. All European experi- 
ence points to this conclusion. As an individualist, I bow to 
the necessity of compuision only when it is the last resort in 
efforts for social betterment. I shall await with interest, there- 
fore, the results of the many experiments now going on in this 
country. If voluntary insurance can be proved successful, I 
shall be among the first to rejoice. 

4. As to the scope of insurance against the costs of medical 
care, it has been proposed that the family rather than the em- 
ployed individual should be the unit. This proposal is obvi- 
ously in the interest of making medical care available to a 
larger proportion of the population. Furthermore, it has been 
proposed that the insured families should not be restricted to 
the lowest income classes. Most of the European systems are 
inadequate in this respect. Granting that the indigent and 
dependent fractions of the population must be furnished med- 
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ical care by the public in any case, most of the European 
systems make no provision for the great bulk of the population 
which is otherwise self-supporting but which cannot purchase 
adequate medical care on a fee-for-service basis. Medical 
benefits furnished under such “ poor man’s” systems, limited 
as they are by inadequete financial resources, obviously cannot 
be adequate in quality or sufficient in volume or variety and 
cannot furnish a decent income to the practitioner or the insti- 
tution. It has been estimated that if the coverage is sufficiently 
broad to include income groups which, taken as a whole, can 
afford the costs of good medical care, the average costs will not 
greatly exceed, under insurance, what is now being spent by the 
average family within this group. 

5. Proper provision should be made to safeguard the quality 
of medical service and to maintain the advantages of private 
medical practice. We must, I believe, postulate responsibility 
to the medical profession in respect to the control of profes- 
sional personnel and practices and the supervision of pro- 
fessional service. Complete exclusion of proprietary and 
profit-making agencies and of intermediaries between the prac- 
titioner and the potential patient should be a basic principle. 
Physicians should be free to engage in insurance practice or 
not, as they please. Insured persons should be free to choose 
their physician from among all practitioners who engage in 
insurance practice, and the insurance practitioner should be 
free to accept or reject insured persons as potential patients. 
Furthermore, the physician who chooses to engage in insurance 
practice should be free to engage in private or non-insurance 
practice. The system of payment for professional services 
should be sufficiently flexible to provide for payment on a fee, 
salary or capitation basis, in accordance with the conditions of 
a given locality or the type of medical service, and the form of 
payment should be chosen by the practitioners of a given local- 
ity or district. The scope of medical services should include 
at least home and domiciliary care from the general practi- 
tioner, specialized services when needed in the home, office, 
clinic or hospital, and hospital, clinic and laboratory services. 
In addition, wherever possible, the services should include 
essential dental services, nursing service in the home when 
such service is necessary, and possibly expensive medicines and 
appliances when prescribed by the physician. 
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V 


It should be kept in mind, however, that even if insurance 
against loss of wages resulting from illness and insurance 
against the costs of medical care are developed, either through 
the adoption of a federal-state permissive system, or by a state 
compulsory system, or by voluntary systems, these measures 
alone cannot discharge the full responsibility of society for the 
maintenance of public health. Insurance will be no panacea, 
At best it can be only a part of society’s efforts to conserve 
health if integrated into a statesmanlike program. Other 
parts of such a program are important. The further extension 
of public health services, through larger appropriations, is ab- 
solutely necessary in order that every locality be provided with 
community facilities. I am happy to say that this recommen- 
dation of the Committee on Economic Security was approved 
by the President and placed before the Congress in the pending 
economic security bill. In addition, adequate hospitals, lab- 
oratories and clinic facilities should be provided to the many 
localities, for the most part rural, now lacking them. Further- 
more, the medical care of the dependent sick, although 
thoroughly established as a governmental procedure in com- 
munities before the present depression, and greatly developed 
by the use of federal relief funds for medical care, is a com- 
ponent part of an adequate plan for conserving health. The 
provision of medical care from public funds for persons afflicted 
with tuberculosis, mental diseases and other diseases which 
have a community interest is essential. All these are matters of 
not only professional interest to those who render medical and 
health services but are the concern of the public. For, as 
Disraeli said some generations ago: “ The Public Health is 
the foundation upon which rests the happiness of the people 
and the welfare of the nation. The care of the public health 
is the first duty of the Statesman.” 


[292] 


N 
| 
| 
| 
| 


No. 3] HEALTH INSURANCE 21 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Rocers: I take it that this applause shows approval 
not only of the words but of the voice. Dr. Falk has been associated 
in some of the studies to which Dr. Sydenstricker’s paper referred, 
and I am sure that he will be glad to submit himself for any dissec- 
tion on any of the points made in the paper. Are there any questions, 
any obiter dicta, which anyone in the audience wishes to pronounce? 

Well, if not, we will hear from the last speaker on the program, 
who, I trust is in perfect health; at least he is not confined to his 
room. We come now to the point of the financial aspects. After 
having hoped to hear from a journalist, after having heard from a 
professor, after having heard from a research worker by proxy, we 
hear from a business man. 

“The Financial Aspects of the Legislative Program” will be dis- 
cussed by the Vice-President of the Equitable Life Assurance Society, 
who, since 1930, has been President of the American Management 
Association. He has had a distinguished career as one of the leading 
life insurance executives of the United States. The company from 
which he comes interests me particularly because it happens that one 
of my Columbia colleagues, Professor Parkinson, is President. 

I have great pleasure in introducing Mr. William J. Graham, the 
Vice-President of the Equitable Life Assurance Society. 
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FINANCIAL ASPECTS OF SOCIAL LEGISLATION 
NOW BEFORE CONGRESS 


WILLIAM J. GRAHAM 
Vice-President, The Equitable Life Assurance Society of the United States 


URING the past nine months some of the best minds of 
this country have been discussing and developing 


plans for social legislation intended to provide pro- 
tection against certain hazards of modern life. Naturally, the 
financial aspects of these plans form the center around which 
the discussions revolve. 

While it is agreed that no citizen of the United States should 
lack the absolute necessities of life, there seems to be a general 
disagreement on ways and means of solving the human prob- 
lem of providing these necessities. As arguments for or 
against the several social security plans suggested, elaborate 
statistics have been prepared, projecting age distributions and 
federal expenditures of the United States covering the period 
up to 1980. Here we enter the field of prophecy. 

If a historian in 1980 should check up on these current 
prophecies, I wonder if he would find any of the estimates 
borne out in fact. Looking back forty-five years, we recall 
that at that time a situation very similar to the present one 
existed in Europe when German scientists forecast the expected 
financial aspects of social insurance then being introduced. 
Not one of all the estimates made at that time concerning dis- 
tribution of age, longevity, morbidity, federal income and ex- 
penditure, interest rate, and number of eligible and needy per- 
sons, has been found even approximately correct. The study 
of European insurance systems is largely the study and evalua- 
tion of countless changes and revisions. 

Since this is not a static world, it would seem impossible to 
devise a social insurance system based on present values and 
present estimates of future values without seriously qualifying 
our projections and providing for almost continuous adjust- 
ments and corrections. 
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In view of the European experience and of the fact that we 


are still far from a condition of stabilization with respect to 
biological and economic phenomena, we should, while dealing 
with the necessity of forecasting, abstain as far as possible from 
measuring the world of tomorrow by the standards of today. 
The value of such estimates lies only in the perception of pre- 
vailing trends, and our minds should be prepared for frequent 
and hasty changes in social insurance legislation as changing 
conditions require. 


I. The Problem of Old-Age Security 


Any discussion of this problem would seem to involve two 
considerations: first, of persons now beyond or approaching 
say, age 65; and second, of those more remote from normal 
retirement age. 

The table below gives the number of persons belonging to 
the first group and is taken from the census of 1930, which 
shows a total population of about 122,800,000. 


TABLE I 
POPULATION OF THE UNITED STATES—AGES 55 AND OVER 
Age Group Number Age Group Number 
— Gb 3,751,221 60 and over ........ 10,385,026 
2,770,605 65 and over ........ 6,633,805 
See 1,950,004 70 and over ........ 3,863,200 
75 and over .... 1,913,106 75 and over ........ 1,913,196 


We are especially interested in the number of persons 65 
years of age and over. These people number approximately 
6.6 million, out of which, according to the 1930 census, 
approximately one third, or 2,204,967, were gainfully occu- 
pied. In 1935, the total number of persons 65 years and over 
is estimated to be around 7,500,000. It is difficult to estimate 
the number of persons still gainfully employed. I am quot- 
ing, therefore, in Table II, actual census figures as of 1930 
and estimates as of 1935 (starred below) presented by Dr. 
E. E. Witte, Executive Director of the Committee on Economic 
Security, to the Finance Committee of the Senate. 
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TABLE II 

I930 1935 

Total population over 65 years of age ..... 6,633,805 7,500,000 
Persons over 65 years of age supported 


from 2,100,000 
by children, friends and relatives 


Persons over 65 years of age without means supported by : 
State old-age pension laws .................05- 180,000 
Present annual cost for pensioners ................. $31,200,000 
Average payments monthly : 
$17.33 
5.00* 


Old-Age Assistance 


Title I of the Doughton Bill, which is the Wagner-Lewis 
Bill as revised by the House Committee on Ways and Means, 
provides for federal subsidies to states which pass satisfactory 
old-age assistance laws and limits the amount of the federal 
subsidies to one-half the amount granted by the state and not 
more than $15 per person per month. 

It was estimated by Dr. Witte that the average state grant 
would be $20 per month, $10 of which would come from the 
federal subsidy. Based on this assumed monthly average, 
the Wagner-Lewis Bill proposed an annual appropriation of 
fifty million dollars for the first year and one hundred and 
twenty million dollars for each year thereafter. This appro- 
priation was made in the belief that approximately only 
1,000,000 people (see Table II) would be eligible for pensions 
for some time to come and these 1,000,000 would receive an- 
nual pensions in the amount of $120,000,000 (1,000,000 X $10 

average monthly pension subsidy X 12). 

The Doughton Bill, however, proposes a fixed appropriation 
for the first year only, namely, $49,750,000. In future years 
such amounts will be apportioned as are sufficient for the pro- 
visions of the title. The reasons for the elimination of future 
appropriation of fixed amounts are apparently the following: 
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To suggest that the number now supported by state old-age 
pension plans and federal and local relief agencies is any indi- 
cation of the number who will qualify for old-age assistance 
when the necessary laws have been passed would be to under- 
estimate the fact. The committee, in making its estimates for 
the first appropriation, probably realized the difficulties of 
qualifying for assistance and the consequent lag. There is no 
doubt that the appropriation will have to be increased annually 
by considerable amounts. Table III, following, shows the 
trend of the future increase in the population of persons over 
65 years, an increase in number as well as in percentage of 
total population. This trend is verified by the experience of 
countries far advanced towards a so-called stabilized popu- 
lation. 

The following table gives the actual and estimated number 
of persons age 65 and over: 


TABLE III 

Age 65 and Over Total Population Persons Age 65 and Over 
Year in Millions in Millions as % of Total Population 
6.6 122.8 5.4% 
aa 8.3 132.0 6.3 
10.9 141.0 7.7 
er 13.6 146.0 9.3 
eer 15.1 149.0 10.1 
a 17.0 150.0 11.3 
er 19.1 151.0 12.6 
RSS 19.3 151.0 12.7 


This estimated increase in the proportion of people age 65 
and over to the total population will produce an increase in the 
number of pensioners and in the consequent annual cost. Dis- 
regarding the probable increase in longevity, by no means a 
negligible factor, the President’s Committee on Economic 
Security has estimated the future federal cost of old-age assist- 
ance based on assumptions made by the Committee on Eco- 
nomic Security in the following two Tables, IV A and IV B: 


TABLE IVA 
Example 1, assuming: 
(a) Dependency ratio of 15% in 1936 (15% of 6,600,000 is 1,000,000), 
increasing slowly to a maximum of 40% in 1961. 
(b) The average monthly pension will be $20. 
(c) Federal subsidy equal to one half of total state grants and one 
half of the administration cost. 
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Number of Eligible 
Recipients Federal Subsidy 
Year (in Thousands) (in Millions of Dollars) 
Ger 897 $ 72.2 
6,026 759-3 
6,800 856.8 
TABLE IV B 


Example 2, assuming: 
(a) Same dependency ratio (15%), increasing slowly to 50% in 1957. 
(b) The average monthly pension will be $25. 
(c) The federal subsidy limited to a maximum of $15 per person and 
to 5% of total paid for administration cost. 


Number of Eligible 


Recipients Federal Subsidy 
Year (in Thousands) (in Millions of Dollars) 
2,746 418.1 
4,675 711.8 
ee 6,801 1,035.5 
7,533 1,146.9 


Source: Part 2, Senate Hearings, Wagner-Lewis Bill, S. 1130. 


These figures show clearly the tremendous increase which 
may be expected in federal and state payments. The margin 
of error, which may be large in the present assumption of not 
more than 1,000,000 immediate dependents, is negligible in 
comparison with the numbers likely to be involved in future 
calculations. The two contrasting assumptions of increases in 
dependency ratios and of amounts of grant would also indicate 


the great variations possible, if these figures should prove to 
be out of line. 


Contributory Old-A ge Annuities 


The Committee seems to have recognized very clearly the 
almost unbelievable possibilities of increase in both federal and 
state cost when it recommended, in conjunction with the old- 
age assistance part of the bill, a contributory old-age annuity 
part, calculated to reduce the number of future dependents 
eligible under the old-age assistance portion. 
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In presenting its report to the President, the Committee on 
Economic Security made an estimate of the difference in the 
federal subsidy, with and without the concurrent contributory 
system. This estimate, shown below, conforms to provisions of 
the Wagner-Lewis Bill: 


TABLE VA 


Federal Same Subsidy Federal Same Subsidy 
Subsidy if Contributory Subsidy if Contributory 


Example 1, System Example 2, System 

Year Table IV A Is Adopted Table IV B Is Adopted 
(in Millions of Dollars) 

— $ 72.2 $ 72.2 $ 136.6 $136.6 
Sy 199.1 199.1 418.1 418.1 
ae 397.3 236.9 711.8 536.7 
668.3 333-9 1,035.5 575.0 
759.3 314.6 1,146.9 514.1 
856.8 301.4 1,294.3 503.6 


The Doughton Bill has excluded agricultural workers, do- 
mestic servants, casual laborers, and employers of non-profit- 
making organizations. This reduces considerably the number 
of persons eligible under the contributory pension system and 
increases the number of future pensioners under the old-age- 
assistance plan, in comparison with the Wagner-Lewis Bill. 

According to the census of 1930, the total number of gainful 
workers eligible under the Wagner-Lewis Bill for the con- 
tributory system amounted to approximately 34,800,000. The 
Doughton Bill excluded 9,000,000 of these, or 23%. The 
savings in the federal subsidy, to old-age pensions, as estimated 
by the Committee, will therefore be reduced by at least an equal 
percentage if the Doughton Bill is enacted. 

For the sake of illustration, and for comparison with figures 
just quoted for the Wagner-Lewis Bill, the following table has 
been prepared from the Doughton Bill, assuming 23% less 
savings to the federal government on the old-age-assistance 
subsidy : 
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TABLE V B 


Federal Same Subsidy Federal Same Subsidy 
Subsidy if Contributory Subsidy if Contributory 


Example 1, System Example 2, System 
Year TablelV A Is Adopted Table lV B Is Adopted 
(in Millions of Dollars) 
$ 72.2 $ 72.2 $ 136.6 $136.6 
a 199.1 199.1 418.1 418.1 
397-3 273.8 711.8 577.0 
668.3 410.8 1,035.5 680.9 
759.3 416.9 1,146.9 659.6 
856.8 429.1 1,204.3 685.5 


While these figures are based on a rough assumption, it is 
clear that the contributory annuity system will in future years 
cut the federal subsidy to old-age assistance nearly in half. 

In addition to its task of reducing the future burden of old- 
age assistance, the contributory annuity system, as I will call 
the federal old-age benefits, provides for pensions to be granted 
as a matter of right for our second group, those still far re- 
moved from normal retirement age. 

When the actuarial plan was developed for this contributory 
system, the Administration was faced with choosing one of two 
horns of a dilemma—low taxes, small reserves, and an abso- 
lutely certain federal subsidy, estimated by the committee as 
probably reaching at its maximum (by 1980) the sum of a 
billion and a half dollars for the year; or higher taxes, large 
reserves, and no federal subsidy. 

The Administration chose (the Morgenthau recommenda- 
tion) the course of higher taxes and large reserves. The in- 
crease in the tax probably eliminates the necessity for a subsidy 
per se, but the guarantee of an investment return of 3% on 
the funds as suggested in the Doughton Bill may mean a heavy 
subsidy, as the portfolio of the fund is limited to government 
securities. Call it interest or subsidy, the government would 
have about one billion dollars to provide from government 
funds to cover the 3% on reserves estimated for 1970. 

The following table outlines the estimates of the House Com- 
mittee on Ways and Means as to the revenue from taxes on 
employers and employees and as to the benefit payments and 
reserves : 
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TABLE VI 
Appropria- 


Estimated tions to the 
Combined Fiscal Old-Age 


Rate of Year Reserve Intereston Benefit 
Year Tax Receipts Account Reserve Payments Reserve 
(in Millions of Dollars) 
acess 2% $ 2788 $ 255.5 $00 $ 18 $ 253.6 
wee 3% 714.6 662.2 38.8 22.0 1,973.6 
6% 1,877.2 1,783.3 358.9 612.6 13,493.5 
1960 ...... 6% noestimates 1,939.1 765.6 1,672.7 26,551.8 
a 6% made 2,004.8 975.2 2,792.1 32,782.9 


A phenomenal growth of the reserves is estimated, reaching 
almost two billion dollars by 1940, over twenty-six billion 
dollars by 1960, and over thirty-two billion dollars by 1970. 
Although the Committee estimates have not been projected 
beyond 1970, they would seem to indicate that there should be 
further growth in reserves after that date. 

It has been suggested that these reserves be used to retire 
the national debt. While there has been a steady growth in 
the debt over a long period of years, it is subject to great fluctu- 
ations as conditions change. Since 1930 it has steadily in- 
creased and probably will still increase considerably, but it is 
not without reason to expect it will again be heavily reduced 
with a return to normal conditions. 

There is sufficient relation between normal conditions and the 
growth of annuity reserves to say that when reserves are grow- 
ing at the greatest speed, the public debt is otherwise being 
reduced also at the greatest speed. Therefore, to use reserves 
to retire the public debt at a time when it is naturally being 
retired anyway and to have a slowing up in the building of 
reserves at a time when the public debt is naturally increasing, 
is one of the many financial difficulties facing the Treasury. 

The gross public debt was approximately 

20.5 Billion Dollars in 1925 


16.2 1930 


President Roosevelt's budget message of January 7, 1935, 
would seem to indicate a possible public debt by 1937 of 35.5 
billions of dollars. 
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If this huge sum is reduced by natural methods, there will be 
a large and growing balance for which satisfactory invest- 
ment to earn at least 3% will have to be found. 

An amendment has been offered to the committees of the 
Senate and of the House by which private retirement plans, 
insured or properly financed, which ae at least as liberal as is 
required by the bill, are exempted from the provisions of the 
contributory old-age annuity parts of the bill. If accepted, 
it might be expected that presently insured retirement plans 
would “contract out” and that thousands of other corpora- 
tions whose plans are or will be insured or soundly trusteed 
will do the same. As insurance companies and private trustees 
have a much wider latitude in the investment of funds than is 
permitted to the old-age fund by the bill, every plan “ con- 
tracted out” will do its bit to reduce the investment problems 
of the Secretary of the Treasury. 


II, Unemployment 


The Doughton Bill provides for the collection of an unem- 
ployment tax from employers, but does not provide any unem- 
ployment benefits. The only purpose of the unemployment 
part of the Bill is to provide an incentive to individual states 
to enact unemployment legislation. The incentive is provided 
by the expedient of imposing the federal tax and then allow- 
ing employers residing in states which enact unemployment 
laws to offset 90% of the federal tax by reason of unemploy- 
ment contributions made to state unemployment funds. 

The benefits to be provided by state unemployment legis- 
lation are intended only for persons who become unemployed 
more than two years after the enactment of the state bill and 
after such waiting period as may be named in it, no benefits 
being contemplated for those unemployed at the time that such 
bill becomes a law. Until such time, therefore, as at least a 
partial reserve has been accumulated no benefits will be 
granted. We are, in consequence, in our study of the financial 
aspects of the unemployment part of the bill, which sets up no 
standards for the state bills, actually interested in the financial 
aspects of the possible state bills intended to be established on 
the basis of certain estimates prepared by the President’s Com- 
mittee and attached to a model state bill which was recom- 
mended to the several legislatures. 
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Our discussion, therefore, will center around these estimates, 
which include consideration of the amount of reserve which 
might be expected to be accumulated from the tax on pay rolls 
and of a suggested amount of benefits, waiting period, and 
duration of payments of benefits. 

These estimates were based on a retrospective but hypo- 
thetical survey of the twelve-year period from 1922 to 1933 
in so far as it related to unemployment. It was assumed by 
the Committee that an unemployment law had been enacted in 
1922, that it had called for varying tax imposts, varying wait- 
ing periods, varying benefits as a percentage of salary, and 
varying durations of payments at any one time. These various 
factors were applied to actual unemployment statistics for the 
purpose of following the development of the reserves under 
varying conditions and of discovering whether any model bill 
now recommended would have any more than touched the 
fringe of the unemployment problem. Disregarding entirely 
the influence of the payment of unemployment benefits on the 
duration of the depression, the committee desired to know 
whether any plan within the realm of possibility could have 
survived any part of the recent major depression, say from 
1929 to the end of 1933, the end of the period of the study. 
The results of this study may easily form a basis for future 
trends under the varying conditions tabulated. 

Had such a nation-wide law been enacted with a 3% em- 
ployer contribution, as contemplated in the Doughton Bill, and 
had it paid unemployment benefits from 1922 after a waiting 
period of four weeks up to 50% of salary, limited to $15 per 
week, for a maximum duration of sixteen weeks, the fund 
would have remained solvent only until 1931. Had the con- 
tribution been 4% instead of 3% or had the maximum duration 
been twelve weeks instead of sixteen weeks, the fund would 
have survived at least to the end of 1933. 

It should be remembered in this connection that unemploy- 
ment insurance legislation has never been intended to provide 
benefits through even a small part of a major period of unem- 
ployment, its sole function being to cover minor fluctuations of 
comparatively short duration. 

The unemployment study revealed some interesting facts, 
one of which was that while the hypothetical unemployment 
system would have benefited 50% of the gainful workers, the 
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percentage would have been as high as 76.8% in Rhode Island 
and as low as 23% in Mississippi. The difference here is the 
difference between a highly industrialized community and an 
agricultural community. This indicated the wisdom of at least 
giving consideration to differing benefits for the several states 
in order that the individual funds may remain solvent for the 
longest period. The President’s Committee on Economic Se- 
curity has prepared an actuarial memorandum, based on the 
study of hypothetical employment conditions in each separate 
state, indicating what may be expected in the matter of dura- 
tion of solvency under varying rates of contribution, waiting 
periods, and duration of benefits, all on the assumption of an 
unemployment benefit of 50% of salary with a maximum of 
$15 per week. 

The following table applicable to New York State condi- 
tions, for example, suggests trends on the basis of contributions 
of 3, 4 and 5% and waiting periods of two, three and four 
weeks, producing durations of benefits ranging from seven to 
thirty-two weeks, according to what is required of the unem- 
ployment plan. 


TABLE VII 
EsTIMATED MAxiIMuM NUMBER OF WEEKS OF BENEFITS 
Solvency through Major Depression Solvency through Minor Depression 
Rate of Contributions Rate of Contributions 
3% 4% 5% 3% 470 5% 

Waiting Waiting Waiting Waiting Waiting Waiting 

Period Period Period Period Period Period 
inWeeks inWeeks inWeeks inWeeks inWeeks inWeeks 
2-3-4 2-3-4 2-3-4 2-3-4 2-3-4 2-3-4 

Estimated Number of Weeks of Benefits 

7-99-10 12-14-15 18-20-22 II-13-14 17-20-21 24-28-32 


It will be noted that if New York State should contemplate 
an unemployment fund which would remain solvent through- 
out a major depression, say four years, and wished to pay 50% 
benefits (limited to $15 per week) after four weeks’ waiting 
period, it could only pay benefits for ten weeks on a 3% con- 
tribution, fifteen weeks on a 4% contribution, and twenty-two 
weeks on a 5% contribution. On the other hand, if New York 
State were satisfied with remaining solvent only through minor 
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depressions and into a short period of a major depression, say 
two years, it could pay benefits for fourteen, twenty-one, and 
thirty-two weeks on contributions of 3%, 4% and 5% 
respectively. 

All figures quoted above are based on the actuarial memor- 
andum of the Committee on Economic Security, which in turn 
had based its calculation on the Wagner-Lewis Bill. Under 
the Doughton Bill, the number of eligible employees was 
greatly reduced, excluding farm labor, domestics, casual labor, 
non-profit-making organizations, and employers with five to 
nine employees. The reduction of over one-third in the 
number and the exclusion of certain professions may cause 
slight changes in the above figures. New calculations have not 
yet been prepared. 

Assuming that the several states will accept the actuarial 
estimates of the Committee, let us consider the amount of con- 
tributions involved in the Doughton Bill’s protection of the 
worker against the hazard of unemployment. 

Reverting again to the study of the hypothetical development 
of an unemployment system through the period from 1922 to 
1933, it was found that at the end of 1929 after an unprece- 
dented period of prosperity, the reserve would have accumu- 
lated only to the amount of two billions of dollars. As the 
annual contribution would have approximated one billion 
dollars per year for most of the eight years, this small reserve 
would serve to indicate the large temporary unemployment even 
in boom periods, which averaged, as a matter of fact, around 
8% of gainful workers against 25% during the depression 
years. 

Under state plans built on the actuarial estimates, it is ex- 
pected that the contributions will vary from one-half billion 
to one billion dollars per year, depending on conditions. A 
large part of this money would probably be expended currently 
in unemployment benefits, but, over a period of several pros- 
perous years, a reserve might be reasonably expected, on the 
basis of the committee’s study, to accumulate to a probable 
maximum of two and one-half billions of dollars, the invest- 
ment of which does not of itself offer any serious difficulties. 

In the following table are the estimates of the House Com- 
mittee on Ways and Means on receipts from federal taxes on 
employers of ten or more employees: 
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TABLE VIII 
Estimated Receipts in Rate of Tax 

Year Millions of Dollars (Per Cent of Pay Roll) 
$228 1% 
501 2 

803 3 

820 3 


This tax is subject to a credit of 90% of the amount for con- 
tributions into state unemployment funds. The total amount 
to be paid by the employer for unemployment will therefore 
exceed the above figures to the extent that states collect taxes 
in excess of 2.7%. 


Emergency Relief 


As stated previously, the Doughton Bill does not contemplate 
providing any benefits for persons presently unemployed. 

The total amount of all obligations incurred for emergency 
relief is shown in the table below, the amounts being divided 
as between federal, state and municipal governments : 


TABLE IX 
OBLIGATIONS INCURRED FOR EMERGENCY RELIEF 
Year Federal Funds State Funds Local Funds Total 
(in Millions of Dollars) 
$480.6 $116.3 $195.9 $ 7928 
1934 (11 months)* ... 937-6 167.0 197.5 1,302.1 


* Breakdown partially estimated. 
Source: Division of Research, Statistics, and Finance, Federal Emergency 
Relief Administration, January 7, 1935. 


Federal Tax Loss 


Against the federal government’s income from the 3% un- 
employment tax or such part of it as the Treasury may retain 
(10% in any case), there will be a loss of federal taxes, nota- 
bly corporation taxes, owing to the provisions of the present 
tax laws which permit corporations to deduct unemployment 
contributions up to 14% from other federal taxes. 

As, however, for some years, or until all states pass unem- 
ployment laws, large revenues may be expected from the fed- 
eral employment tax without the payment of corresponding 
benefits, the loss of corporation income taxes is not a serious 
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matter. It is quite possible that such part of the unemploy- 
ment tax as will be retained by the Treasury will, for a year 
or two at least, help considerably to meet the cost of emergency 
relief. 

In summarizing the financial aspects of the unemployment 
parts of the Doughton Bill, it should be noted that the problems 
are not comparable in magnitude to those of old-age annuities. 
Reserves of two or three billion dollars will offer no serious 
economic problem, especially as these reserves are accumulated 
only in prosperous times. The problem of liquidating the 
fund on short notice will probably not greatly disturb the in- 
vestment market in depression times as the funds will be in 
government securities and in the hands of the Treasury. The 
total annual contributions would not seem to be unreasonable 
in comparison with the degree of unemployment experienced 
during the last three years. 


The Lundeen or Workers’ Bill 


It might be interesting to compare the financial aspects of 
the Lundeen Bill, H. R. 2827, with those just cited for the un- 
employment part of the Doughton Bill. This Lundeen Bill, 
which has been reported out by the Ways and Means Committee 
of the House, provides for unemployment compensation for all 
those unemployed on the date of its enactment at the local 
prevailing wage, subject to a minimum of $10 per week plus 
$3 weekly for each dependent. Here it is to be noted that the 
use of the minimum benefit alternative for a worker with a 
large family might produce compensation greater than the pre- 
vailing wage. 

The enormity of the figures involved in financing the benefits 
provided in the Lundeen Bill are easily demonstrated. As- 
suming only one worker to a family and the average weekly 
wage of $20 in 1929, we have an average income of $1,040 
per family. Approximately 4,975,000 families (including 
750,000 single persons) were on relief in November 1934, and 
all of these would be eligible if still unemployed. Disregard- 
ing the unemployed who are not on relief and the fact that 
thousands of families have more than one unemployed worker, 
the annual immediate outlay for these nearly five million fami- 
lies would be approximately five billion dollars. This one 
item therefore would take a sum of about 10% of the national 
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income, or more than 15% of the total wages and salaries 
received in the United States. 

On the theory that any event which would deprive a worker 
of his right to work is unemployment, provision is made in 
the Lundeen Bill for its possible extension to cover unemploy- 
ment due to accident, illness, old age and maternity, the com- 
pensation being on the same prevailing-wage basis. As these 
events are not yet defined in the bill as unemployment, we are 
not definitely concerned with their financial aspects at this 
moment. 


III. Provisions of the Doughton Bill Other than Unem- 
ployment and Old-Age Benefits 


The financial aspects of the remainder of the Social Security 
Bill can be briefly discussed under one heading. 

While there is nothing in the Doughton Bill itself dealing 
with compensation for illness, we seem to be looking in that 
direction. A special committee has been appointed by the 
President to investigate the possibility of providing security 
against the hazards of illness, particularly for workers. A 
measure for socialized health insurance may be introduced at 
a later date. Therefore, it may be interesting at this point to 
note some of the financial aspects of the health insurance 
problem. 

Some idea of the extent of the problem may be drawn from 
statistics on health in the United States, published for the year 
1929. It was estimated that $3,656,000,000 was spent in the 
United States for medical care in that year. Of this sum 
$360,000,000 was expended on patent medicines of doubtful 
value and $165,000,000 on home remedies. The economic 
loss due to illness was estimated at $250,000,000. It has else- 
where been estimated that the capital value of the lives which 
could be saved each year through preventive medicine would 
amount to $3,500,000,000. 

As the Doughton Bill stands, solution of the problem is 
being deferred. The only items related to the problem are 
the appropriations of $3,800,000 annually for maternal and 
child health services, $2,850,000 annually for medical care and 
other services for crippled children, and $8,000,000 for public 
health service, a total of $14,650,000 dollars annually. 

In addition, $1,500,000 annually is appropriated for local 
child-welfare service, $24,750,000 for the first year and 
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promise of sufficient amounts thereafter for dependent children, 
and $841,000 for the first two fiscal years and $1,938,000 for 
each fiscal year thereafter for vocational rehabilitation. 

The allocation of these federal appropriations to the states 
is for the most part made conditional on at least equal state 
contributions. The total amounts disbursed at present in the 
United States for these items are negligible, the largest item 
being $1,100,000 for maternal and child health work. 

No provision is made in the Bill for so-called ‘‘ mothers’ 
pensions”. Incidentally, the estimated expenditures by the 
states for this service amount to approximately $37,200,000 an- 
nually, covering 109,000 families with 280,000 children. 


IV. Administration 


Finally, let us consider the financial aspects of the cost of 
administration of the proposed Social Security Bill. 

1. Under the old-age assistance part, the administrative ex- 
penses of the federal government are fixed at $250,000 for the 
first year; no appropriation is made for the following years. 
The states will receive 5% of the total of the sums expended 
for old-age pensions for their administration. This 5% 
amounts in the first year to approximately five million dollars 
and will amount to as much as twenty million dollars in 1940, 
and as much as sixty million dollars in 1980. If this 5% is 
not used for administrative expenses, it must be used for old- 
age assistance payments. 

2. The cost of federal contributory annuities has not been 
estimated, but it is to be noted from Table VI that a margin 
remains between the federal taxes and the payments to the 
reserve accounts. 

3. For the administration of state unemployment laws, an 
appropriation of four million dollars for the first year and 
forty-nine million dollars for the following years is proposed 
in the Bill. 

4. For the part of the Bill dealing with dependent children 
and maternal and child welfare, $625,000 is appropriated for 
the first year, but no amounts are fixed for the following years. 

5. For public-health work, two million dollars is appro- 
priated. 

6. For the expenses of the Social Security Board and for 
the collection of taxes no appropriations or estimates are made. 
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The estimates for the necessary appropriations are based on 
the experience of European countries. I am afraid they are 
underestimates, predicated as they are on insufficient United 
States statistics. The development of population statistics is 
far advanced in Europe, favored by relatively small areas and 
a dense population. In the United States similar facilities 
for gathering population statistics are lacking. The task of 
handling so many millions of insured persons has never been 
attempted before. Not only is a larger number involved than 
in older insurance systems, but different conditions obtain. 
These factors make adequate estimates most difficult. 

The bill provides for decentralization of administration of 
the old-age assistance and unemployment parts. I am in- 
formed that in Europe decentralization has tripled administra- 
tion costs, owing to the migrations of insureds and beneficiaries. 
State administration of parts of the Doughton Bill will involve 
collecting, in addition to the state’s own statistics, information 
concerning former residents of other states. At the same time, 
the federal government will be required to retain a statistical 
record for each insured. Only through the experience of a 
centralized and well-directed administration could we learn 
the true administrative cost of a social insurance system in the 
United States. 

My task is done with the endeavor to recount or forecast the 
more important items constituting the financial aspects of social 
legislation. Those who would make comparisons with the 
national income can make their own assumptions between the 
1929 income of $82,300,000,000, out of which approximately 
$52,800,000,000 was paid in wages and salaries, and the last 
recorded national income, that of the year 1933, of $46,800,- 
000,000, of which $29,300,000,000 is the amount received in 
wages and salaries. 

After reading all these figures, I would be derelict to myself 
if I failed to add one reflection. If our security thesis is that 
no person shall go hungry or want shelter in this country, the 
question is not merely how much the cost will be, but who will 
bear the cost. The cost is inescapable. But we can, in my 
judgment, fit the cost into the system of government which is 
ours. We have traditions and standards to which we must 
adjust ourselves. Let us, however, hold fast to what we have 
and build upon it as well as we can. 
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DISCUSSION: FINANCIAL ASPECTS OF SOCIAL 
LEGISLATION 


CHAIRMAN RocGeErs: I am sure we are grateful to Mr. Graham 
for leading us so deftly through mazes of figures which we can 
examine in these proof sheets. I wonder whether he would be 
willing to say in a word what he thinks about the cost of the pro- 
posed program, using adjectives and not using figures. 


Mr. GRAHAM: You are gracious to me. I should rather leave 
the discussion of that to others to whom it is specifically assigned. 


CHAIRMAN Rocers: You would say the figures speak for them- 
selves. 


Mr. GRAHAM: Yes, they deserve serious consideration by their 
best friends as well as that consideration which they will no doubt 
get by their enemies. 


Mr. FRANK A. Morrison (Kelvinator Corporation, Detroit, 
Mich.) : I should like to know if this bill provides at all for any 
credit for the manufacturers who may already have an unemploy- 
ment program. I am particularly thinking of Procter and Gamble, 
who guarantee so many weeks’ work a year. I wonder if an in- 
dustry of that kind gets any credit under this bill. 


Mr. GRAHAM: Not as it stands. The question is related to the 
main problem whether there should be a federal pool for all un- 
employment funds, or a state pool, or whether it should so be arranged 
that the states may have the right to exempt employers who do at 
least as much as is required under the employment act. Now Miss 
Perkins is favorable to the national pool. She has looked at both 
sides with that fair, very fair way that is her wont, but she favors 
the national pool. 

The only Unemployment Act at work today is in Wisconsin. 
Wisconsin has a state law which exempts employers who do that 
which its State Industrial Commission considers to be equivalent. 
Personally, I didn’t come here to take sides, but I believe the major 
attack on the unemployment problem is to provide employment. Un- 
employment insurance, when you look at the figures, is just and can 
only be putting something aside in the days of plenty to use in the 
famine, and it will last only so far. It is a temporary measure. 
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The Procter and Gamble people, in guaranteeing forty-eight weeks 
of employment, do a grand job, and many others are doing good jobs, 
under the Wisconsin laws, led by a distinguished attorney, Vice- 
President Story, of Allis-Chalmers. Allis-Chalmers and other com- 
panies have schemes for unemployment insurance which tend to cut 
down the unemployment greatly, and they get their reward because 
they handle their own unemployment funds. In all fairness, how- 
ever, I want to say that there are many other considerations, con- 
siderations I am not doing justice to, in favor of the centralized pool. 
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PART II 
SECURITY IN HOME AND EMPLOYMENT 


INTRODUCTION * 


HOMER FOLKS 
Secretary, State Charities Aid Association of New York 


surprise, that I should say something regarding the 

basic philosophy of social legislation and government 
action in the field of social welfare, in order to give a setting for 
the more technical papers. It happens that my own experience 
has been wholly in the line of trying to get things done in the 
field of health and welfare; sitting on the doorsteps of gov- 
ernors, legislators and common councils, and once in a great 
while of Congress, doesn’t afford much opportunity for devel- 
oping philosophies of the thing. 

I think we social workers are likely to be rather empirical, 
to see something that looks as though it had to be fixed up a 
bit and improved, and then try to bring it about; and then 
we see another opportunity for betterment; and if several of 
them work well, then perhaps we may get a moment some day 
to look back and ask why they worked well. I suppose that 
might be called the philosophy of it. 

As it was put to me, I gathered that what was in the mind of 
Mr. Jones, who is our common chief and boss here, was that I 
should say something about the emergence of government in a 
new and larger way in this field, as an alternative to other 
modes of activity in the promotion of social well-being and 


security. 


\ ‘HOSE in charge of the meeting suggested, quite to my 


1 Opening remarks of the Chairman at the Second Session of the Semi- 
Annual Meeting. 
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I am afraid that I should have to say as one concerned 
actively in that field in the narrower sense in which it is 
ordinarily used, I haven’t been able to see who else there 
is who could do it; that is to say, I don’t know that we turn 
to government by preference to do the various things that are 
included in the line of security of life and security of income 
and security of homes. We don’t try to get bills passed be- 
cause we happen to know the legislators in person, or the 
governor, but because we don’t know anywhere else to go 
and don’t see any other forces or agencies in the communities, 
states and nation of sufficient stature and sufficient authority, 
sufficient funds, actual and potential, sufficient credit, to be 
able to do the job. Therefore, it has seemed to us not a 
question whether we choose the government or somebody else 
to do it; but whether we choose the government or don’t have 
it done at all. By and large, looking at it in a rather empirical 
way, I think that is about the case. 

The question is, Can we have it or can’t we have it? If the 
government can do it, we can have it; and, if the government 
can’t do it, by and large, I am rather afraid we are not 
going to get it. 

My other thought is that there is a good deal of encourage- 
ment to be gained from a study of what government has done 
in this welfare field. I speak more particularly now of the 
State of New York, and I should like now also to suggest that 
we be not too much under the domination of phrases, like 
“economic security ”’, or “ social security’; nor should we be 
led into thinking that such matters are perfectly new and wholly 
different from anything else that has been done and therefore 
very speculative. 

As a matter of fact, things that haye been done in the field 
of government and social well-being are very, very much akin 
to economic security. The government has had a hand in it 
a long while and in a number of respects has done a corking 
good job. 

One of the greatest menaces to security of income, security 
of home, security of position, psychological security, is health. 
Nearly all of us here can remember when there was a tre- 
mendous hazard to health in the form of tuberculosis. One 
person in ten died of it, and most of those who died, died in 
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the middle years of life when they were busy earning money 
and caring for their families. Now government largely has 
made a real drive to reduce that terrific hazard to well-being. 
It was an economic hazard, terribly wasteful. It left orphans 
and widows to be supported for long periods of years, creating 
the greatest of all single demands upon the relief treasury in all 
kinds of ways. Well, since 1907, largely through government 
action, that hazard has been cut between two-thirds and three- 
quarters. There is only between a third and a quarter of it 
left. This result in itself, achieved rather quietly and almost 
unnoticed, means a terrific improvement, if I may use “ terri- 
fic” in this connection, of social and economic security on the 
part of the people of this state and of all the other states. 

That is one instance of government promoting economic 
security. I could mention half a dozen others, but instead 
of doing so, I will merely offer the statement that, as at least 
a hardened observer and student, and, shall I say, sometimes 
aiming to be an influence or a director, in a sense, of the trend 
of state government in the fields of public health and of public 
welfare, and of mental hygiene, and after personally knowing 
those departments very well, really, for forty years now, I 
bear witness, without any qualification at all that these things 
are tremendously well done. Departmental positions are 
career jobs from top to bottom. The men doing the work are 
professionally of high grade. They are not only honest, 
which everybody ought to be, but they are technically compe- 
tent, very considerate, able administrators. In the fields with 
which I am really familiar, I have no hesitation at all in 
entrusting to those departments or departments similarly 
organized, properly set up, any additional areas of work for 
economic security, where it appears that such areas must be 
taken care of by the government or not at all. 

Whether that is any philosophy of the subject of legislation 
and public action, I don’t know; but at least it is the distilled 
essence of long and rather intimate experience in trying to 
make the machine work. It works. 

We have four papers, as you see, this afternoon, two on 
rather closely related subjects, and two on somewhat different 
topics. I think we will hear the first two papers and discuss 
them, and then hear the other two and have discussion. 
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Our topic is “ Security in Home and Employment”. The 
first speaker is Dr. Hoagland, who was appointed by President 
Roosevelt to the Federal Home Loan Bank Board. That 
means something, of course, and back of it is a long experience 
as an adviser to the Department of Commerce in Ohio, if my 
information is entirely correct, in the revising of building and 
loan and mortgage legislation, and all that sort of thing. I 
present Dr. Hoagland. 
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THE RELATION OF THE WORK OF THE FEDERAL 
HOME LOAN BANK BOARD TO HOME 
SECURITY AND BETTERMENT 


HENRY E. HOAGLAND 
Member of the Federal Home Loan Bank Board 


those who have it within their grasp, but generally 

pursued by those who are unable to obtain it. This is 
true of groups as well as of individuals. In the hectic decade 
of the twenties, many people were in favored economic position 
to attain security, had they seen fit to be content with its 
possession. Instead, we indulged in the national pastime of 
speculation which led away from security toward insecurity, 
but which gave us the compensating thrills that accompany 
the attempt to grasp the unattainable. 

After a prolonged period of insufficient home construction 
during the World War, a tremendous surge of residential 
building in the decade of the twenties turned villages into 
cities and added tremendous acreage to our urban centers. 
Retaining the high wage of the war period, the new era—with 
which we are all familiar but about which we have heard very 
little in the past five years—produced a demand for modern 
homes greater than had ever been experienced before. This 
demand was matched by an ever-increasing supply of homes 
sold on easy terms. 

The easy-terms plan has a catch in it. It usually ac-. 
companies high prices and small ownership equities, giving a 
superficial covering to a mountain of debt. When the crash 
came in 1929, a large proportion of home owners had but a 
thin equity in their homes. Only a small decline in prices 
was necessary to wipe out this equity. Unfortunately, defla- 
tionary processes are never satisfied with small declines in 
values. They feed upon themselves and produce results out 
of all proportion to their causes. Thus, in the field of home 
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financing, the first year or two of the depression brought 
hundreds of thousands of home owners, whose incomes were 
reduced but whose debt obligations remained at their previous 
level, face to face with the loss of their homes. 

A principal chapter in the book of American ideals extols 
the virtues of home ownership. Governments encourage home 
ownership on the theory that the man who owns a home is a 
better citizen than one who does not. As soon, therefore, as 
large numbers of people actually suffered the loss of their 
homes and far larger numbers saw the specter of foreclosure 
in every contact with their heavy burdens of debt, the federal 
government began to consider ways and means of saving the 
American home. Many plans have been proposed and several 
have been adopted. 

The Federal Home Loan Bank Board, of which I have the 
honor to be a member, is charged with the administration of 
four major agencies intended to increase the security and en- 
courage the betterment of the nation’s homes. Only one of 
these agencies—the Home Owners’ Loan Corporation—is an 
emergency agency. It was authorized by an Act of Congress 
made effective June 13, 1933. This Corporation to date has a 
capital of $200,000,000 owned by the United States. It has 
already been authorized to issue bonds to the amount of 
$3,000,000,000 and bills have been passed by both houses of 
Congress to increase this authorization by $1,750,000,000. 
It is the function of this Corporation to refinance distressed 
home owners, largely by exchanging its bonds for mortgages. 
With the bonds already available and the additional amount 
expected to be made available by the present Congress, the 
Home Owners’ Loan Corporation will have refinanced nearly 
one and a half million home owners and will have outstanding 
nearly $5,000,000,000 in home mortgages. 

The immensity of this operation can best be visualized by 
comparison with the mortgage holdings of private agencies. 
When it has completed its task, the Corporation will have in 
its portfolios mortgages on urban homes exceeding in dollar 
volume the urban home mortgages held by all the ten thousand 
odd building and loan associations in the United States; ex- 
ceeding those held by all the banks in the country, savings and 
commercial combined ; and exceeding by four times the urban 
home mortgages held by all life insurance companies. 
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The Corporation not only uses its bonds to refinance dis- 
tressed mortgages; it is also authorized to spend up to $300,- 
000,000 in cash for the purpose of improving the homes which 
it refinances. The program of reconditioning such properties 
has been very extensive and has taken a major place in our 
operations. 

The preservation to their owners of 1,500,000 homes will 
stand, of course, as the major tangible achievement of the 
Home Owners’ Loan Corporation. It is perhaps doubtful 
whether it will be of more permanent significance than the 
Corporation’s service in preserving the concept of home owner- 
ship. Whenever economic circumstances beyond their control 
force large numbers of home owners to give up their homes, 
either through foreclosure or by deed, their discouragement 
inevitably slips into a despair of ever again becoming home 
owners. 

Our economic system has become so complex and so finely 
balanced that every business transaction affects vitally many 
other transactions. In the field of real-estate finance, particu- 
larly, we have depended so much upon credit that our whole 
value structure can be thrown out of balance by relatively 
slight shocks. When such a delicate structure is once dis- 
organized, it is a tremendous task to get it into a position 
where it can again function normally. 

The use of credit depends upon confidence. With confi- 
dence in the future, we can forge ahead at a rapid pace and 
soon forget past difficulties and suffering. With confidence 
lacking, the entire credit structure collapses and credit becomes 
a thing to be shunned rather than used. This factor of con- 
fidence in the future plays curious tricks upon us at times. 
For instance, in the late twenties, none of us were interested 
in the possession of money or in the liquidity of our business 
affairs. At that time, we all wanted things instead of money. 
We not only bought what we could see and have delivered 
immediately but we also freely contracted for what was not 
immediately available. We used this delicately balanced 
credit structure to go into debt to get things at once for which 
we did not need to pay until later. 

Immediately after the crash of 1929, liquidity first became 
a practical necessity for debtors who were being pressed by 
their creditors. Then when prolonged depression shook con- 
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fidence in the future, liquidity became less of a necessity than 
amania. Thus we made a complete psychological about-face. 
We ceased to make commitments for future deliveries and 
became panic-stricken even about the property and goods 
which we already owned. In a very special sense, the posses- 
sion of money and its immediate equivalent became our goal. 
Property of all kinds was dumped into an already over- 
supplied market and values melted away rapidly. Those 
classes of property, such as real estate, that were heavily 
mortgaged soon declined in value to a point that wiped out 
ownership equities and jeopardized even the solvency of the 
creditors. 

Deflation of real estate values during a prolonged depres- 
sion is cumulative. It proceeds to such a ridiculous degree of 
value absorption that resultant prices have little or no relation 
to utility of the property, its cost of reproduction, or any other 
tangible measure, except the inability to refinance it. The 
operation of the Home Owners’ Loan Corporation has un- 
doubtedly tended to arrest real estate deflation and to stabilize 
values well above the depths that otherwise would have been 
reached. 

This Corporation was intended as an emergency agency to 
save the homes of distressed home owners. Its corollary 
effects are many. It has taken out of the market a vast 
amount of property that otherwise would have been disposed 
of at forced sale. Through the use of long-term, low-interest- 
bearing amortized loans, it has set new standards for home 
financing that can hardly be ignored by private home-financing 
institutions. As a matter of fact, the extensive operations of 
this Corporation have contributed to make millions of Ameri- 
cans government-finance-minded. Many have made demands 
upon their Congressmen for the continuation and extension 
of the activities of this Corporation to finance not only the 
properties of distressed home owners but of all others who 
may own or wish to acquire homes. Such appeals have not 
all fallen upon deaf ears. Even in the present Congress, bills 
have been introduced to expand the operations of this Corpo- 
ration several billion dollars beyond the amount which now 
seems likely to be approved. In view of this public realiza- 
tion of the possibilities of government financing, it seems likely 
that the only way to avoid it will be for private home-financing 
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institutions to offer terms in some degree comparable to those 
offered by the government. Thus, though the Corporation 
was intended to be an emergency agency, it is likely that its 
influence upon plans of home financing and upon interest rates 
will be permanent. 

Finally, in recording the achievements of the Home Owners’ 
Loan Corporation, we must mention its contribution toward 
pueventing the insolvency and increasing the liquidity of 
home-financing institutions. Of the bonds distributed by the 
Corporation, approximately 36 per cent have gone to building 
and loan associations; 30 per cent, to savings banks; 14 per 
cent, to commercial banks; 8 per cent, to life insurance com- 
panies; and 6 per cent, to mortgage corporations. In other 
words, 94 per cent of the total bonds distributed by the Home 
Owners’ Loan Corporation have gone to these five types of 
financial institutions. For the most part, these institutions 
have turned over their weaker mortgages in exchange for 
bonds of the Home Owners’ Loan Corporation. The average 
liquidity and soundness of the remaining assets, therefore, 
have been materially improved. In addition, with bonds of 
the Corporation selling above par, the institutions receiving 
them have been in a position immediately to convert into cash 
assets that otherwise might have been frozen for an indefinite 
period. 

The other three agencies of the Federal Home Loan Bank 
Board are in no sense emergency agencies and probably would 
have been developed sooner or later had there been no de- 
pression at this time. Tucked away in a small clause in the 
Home Owners’ Loan Act in 1933 was a provision permitting 
the Federal Home Loan Bank Board to organize and super- 
vise federal savings and loan associations which are intended 
to be the national banks of the home-financing fietd>— These 
associations aré, for the most part, locally owned and locally 
managed. In order to encourage their development, however, 
Congress provided for investment by the Secretary of the 
Treasury of the United States in their shares. The Federal 
Home Loan Bank Board grants charters both to new institu- 
tions and to existing thrift and home-financing institutions 
which desire to acquire a federal charter and to operate under 
federal supervision. 
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Up to March 31, 1935, 697 federal savings and loan associa- 
tions with total assets of $245,399,102 had been organized. 
Federal savings and loan associations are not only receiving 
financial support from the Treasury of the United States, but by 
virtue of their federal charters they are attracting new money 
from local investors. Indeed, in a great many converted asso- 
ciations, the change to federal sponsorship and supervision has 
been sufficient to attract all of the money required to enable 
the association to meet the home-financing needs of its com- 
munity. Many state-chartered associations that have con- 
verted to federal associations in the hope of securing subscrip- 
tions from the Treasury of the United States have not asked 
for the investment of federal funds. 

On June 27, 1934, the Congress of the United States enacted 
a law which provided for the organization of the Federal 
Savings and Loan Insurance Corporation. This Corporation 
is intended to do for home-mortgage-financing institutions 
what the Federal Deposit Insurance Corporation does for 
commercial banks. It is managed by the Federal Home Loan 
Bank Board and has a capital of $100,000,000, all subscribed 
by the Home Owners’ Loan Corporation. The Corporation 
insures the accounts up to $5,000 each of all investors in thrift 
and home-financing institutions that accept its services. 

Although the Corporation was not organized to do business 
until October of 1934 it had insured, as of April 12, 1935, 727 
associations with total assets of $291,819,341. The number of 
investors whose accounts are insured totals 460,086. The addi- 
tional applications on file and in the process of examination 
number 205, covering total assets of $247,455,312. Experience 
has already shown that those institutions which insure their 
accounts with our Corporation immediately regain the lost 
confidence of their investors and cease the process of slow 
liquidation. They put themselves in a position to accept new 
money and make new loans. In other words, they are able to 
perform the functions for which they were organized. 

The organization of federal savings and loan associations 
and the insurance of accounts in both federal associations and 
state-chartered institutions add materially to the security of 
home ownership and increase the financial resources for the 
production and improvement of American homes. The United 
States is, therefore, using the agencies of the Federal Home 
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Loan Bank Board both directly and indirectly to stabilize 
home security and to encourage home ownership. 

Perhaps I should have indicated sooner that the Federal 
Home Loan Bank Board was authorized by an Act of Con- 
gress, made effective July 22, 1932. At that time, the Board 
was authorized to organize a system of Federal Home Loan 
Banks to do for home-mortgage institutions what the Federal 
Reserve System does for commercial banks. We have, at the 
present time, twelve regional banks, the membership of which, 
as of March 31, 1935 totaled 3,203 institutions with resources 
of $3,339,976,768. Like the Federal Reserve System, the 
Federal Home Loan Banks are bankers’ banks. They make 
advances only to their members and not to individuals or to 
commercial and industrial corporations. Under the super- 
vision of the Federal Home Loan Bank Board, the twelve 
regional banks are authorized to make advances up to one year 
without collateral and up to ten years secured by collateral. 

Membership in the Federal Home Loan Banks provides 
four major advantages to home-financing institutions. First, 
it gives prestige. Membership in the system is an asset, the 
value of which can not be calculated. Second, it makes avail- 
able a reservoir of funds to meet emergency demands of 
member institutions. Third, these reserve funds may be 
borrowed for as long a period as ten years, with the certainty 
that there will be no demands for the withdrawal of such funds 
so long as the terms of the contract are met. Finally, member- 
ship means access to an advisory service which is becoming 
increasingly valuable to member institutions. 

Though the Federal Home Loan Bank System deals directly 
only with member institutions, the ultimate aim of this organ- 
ization is to improve housing and strengthen home ownership. 
The provision of a reserve system for the nation’s principal 
home-financing institutions contributes powerfully to this end. 
Even more directly helpful is the purpose of the system to 
raise standards of operation of home-financing institutions, to 
eliminate undesirable home-financing practices, and to reduce 
the cost of money to the borrower. 

The means to these ends are many. To mention but a few 
of them, there are the examinations of institutions when they 
apply for membership and the semi-annual reports that they 
must make to the Board thereafter. Again, there is the clause 
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in the Federal Home Loan Bank Act which provides that no 
institution shall be admitted to membership if the combined 
total of the amount paid to it for interest, commission, discount, 
premium, and other similar charges creates an actual net cost 
to the home owner in excess of the maximum legal rate of 
interest, or, if any state has no legal rate of interest, in excess 
of 8 per cent. Finally, the interest rate charged by the 
Federal Home Loan Banks on advances to member institu- 
tions must materially affect the rate at which institutions can 
afford to relend to home-owner borrowers. Thus, in order to 
encourage immediate borrowing for home building and home 
buying, the Board has recently authorized the twelve regional 
banks to reduce their rates to 3% per cent on short-term loans 
and to permit a similar low rate to be charged on long-term 
loans so long as it remains in effect for short-term loans. It 
is hoped that these lower rates will be passed on to borrowers. 

In closing, let me add that it is within the power of the 
Federal Home Loan Bank Board to improve housing and en- 
courage home ownership in other relationships than that of 
financing. The institutions that hold the purse strings not 
only determine the cost of home financing but in addition have 
the power largely to control such matters as quality of design 
and construction, desirability of location, and adequacy of 
public utilities serving homes. The lending institution that 
sets standards for the property on which it makes loans can, 
perhaps, do more than a formal city plan to improve the layout 
and use of urban land. It is the purpose of the Federal Home 
Loan Bank Board through education and encouragement to 
induce its member institutions to adopt principles and practices 
of home financing that will make for better American homes. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN FoLKs: With your permission, we will postpone dis- 
cussion on this paper until we have the second paper, which deals in 
particular with “ The Urban Home Owner’s Problem”. 

Mr. Orrin C. Lester is the Vice-President of the Bowery Savings 
Bank, which I understand is the largest bank of its kind in New 
York. I don’t have much to do with savings banks, but I know Mr. 
Lester in other ways, that is, I know of him, and I happen to know 
that in public-spirited matters of city planning his knowledge and 
his codperation are most highly prized. I have pleasure in pre- 
senting Mr. Lester. 
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THE URBAN HOME OWNER’S PROBLEM 


ORRIN C. LESTER 
Vice-President, The Bowery Savings Bank 


OUR Chairman indicated in his own remarks that he 

1 was covering the philosophy of this general program 

this afternoon preliminary to the technical papers. I 
fear that he and you are going to be disappointed if you are 
counting on a technical paper from me. I do not lay any 
claim at all to being a technical man. 

I was brought up on a farm. I spent my first twenty years 
in trying to figure out ways of getting away from that farm, 
and the last five years in figuring out some way in which I 
might get back to it. I succeeded in the first purpose. So far 
I am striving on the second. 

I am coming here to you as a banker, perhaps with no such 
scientific knowledge of the problems of social security, as you 
have, but with no less interest, I am sure. I am not one of 
those bankers who think always in terms of profits, because 
my organization is not set up for that purpose; perhaps it is 
therefore easier to think institutionally in terms of social 
benefits. 

The home-owner problem is a strange sort of problem. 
There has been great social urge throughout the country—and 
I think well of that—to encourage families to own homes, 
There has been, from the commercial point of view, a great deal 
of high-powered salesmanship injected into the business of 
home owning and I presume some exploitation. There has 
been the feeling, as the previous speaker said, that from the 
standpoint of good citizenship it is desirable to own a home. 
Having had that drilled into me pretty thoroughly in my 
younger days, I have proceeded to own some eleven homes in 
my life, and I am afraid to go back and figure out the eco- 
nomics of it for fear I might change my mind as to the social 
benefits. Nevertheless there are a great many desirable things 
about ownership of a home. 
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But, as I say, it is a strange sort of thing. It isn’t in fact, 
an investment, the ownership of homes. Most of us never own 
them. I represent an institution that has been making home 
mortgages for one hundred years. The oldest mortgage we 
have on our books was made in 1828. We got it in 1837, and 
it is still on the books. It doesn’t happen to be a home, but 
we make mortgages in this way: It has been the custom, par- 
ticularly in New York, and almost generally throughout this 
country except with building and loan companies, for savings 
banks and other institutions of their kind to make mortgages 
for a period of three to five years. In our own case we do not 
renew a mortgage for a fee—in most instances we don’t renew 
it at all. We just let it run as an open mortgage, and there has 
been no effort in most cases to provide for the liquidation of 
the debt. It is a permanent debt. 

The ownership of a home came about this way. A man had 
a certain amount of money. He wanted to buy a $7000 home 
and had, say 20 per cent to put in it in cash. He would go 
to the lending institution and they would probably put on a 
mortgage of $4000, and he would seek by some means, through 
the builder or other agencies that did that sort of business, a 
second mortgage. He was a pretty smart individual. He 
provided that the second mortgage should be paid off by instal- 
ments ahead of the first mortgage, and when he got it down 
to the point of the first mortgage, the latter usually was per- 
mitted to run along. 

Now, from the standpoint of an investment, the ownership 
of a home is quite a different thing from an investment in a 
government bond, for example. We will take our $7000 home 
and assume that the land is worth a thousand or $800, and the 
balance of the property is worth the difference of $6000 or 
$6200. But the house, like an automobile or any other perish- 
able thing, immediately begins to depreciate in value. Over 
the period of the effective life of the property, of the improve- 
ment of the property, the house itself wears out, just as the 
automobile wears out, and there comes a time when there is 
left only what we speak of as a land value. 

We have made some changes in our attitude towards home- 
ownership. The changes are due somewhat, I suppose, to 
advanced thinking, somewhat to the influence of the govern- 
ment, somewhat to the general feeling that all debts should be 
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made to be liquidated progressively over a period of time. 
A great many institutions are now planning, and have been 
for some time planning, to make mortgages on an amortized 
basis, requiring that so much of the first mortgage shall be 
paid off each year in order that over a period of twenty years, 
say, the debt may be wiped out. In the home-financing field 
you can count that institutions as well as the government are 
inclined to do three or four things that have not been cus- 
tomary in New York, and, as I said, in most places through- 
out the country, except for building and loan companies. 

First, they will make mortgages for a longer period of time. 
I see no reason why a mortgage should not be made for what 
may be regarded as the useful, effective life of the improve- 
ment. There is no reason why we cannot judge the life of a 
house as we can judge the life of a person; life insurance com- 
panies can make a good guess at how long we are going to live. 
I see no reason why we couldn’t do that. It seems to me desir- 
able that we make mortgages for longer periods. Certainly 
they should be amortized so as to liquidate the debt over a 
period of time. 

With respect to interest rates, I will not incriminate myself 
before this group of people. My institution is in the business 
of making mortgages. However, interest in the future may 
be lower. I don’t know what interest rates should be, but I 
am satisfied of this fact, as a banker, that the interest rate and 
every other factor with respect to home finance should be so 
set as to give the best possible chance to the owner himself to 
preserve his equity and ultimately to own the home outright, 
and to have in the meantime the very best benefit and the very 
best service, whether he borrows his money from a private 
institution or whether he borrows it from the government. 

Institutions which take a social position with respect to these 
matters, are not at odds with the government or with any other 
group of people. Home-owhership ought to be one of the 
stabilizing influences for my own institution and therefore we 
should encourage it in the most practical and intelligent way 
possible. If it is a benefit to my institution, it ought to be 
beneficial to every kind of institution and to every form of 
private enterprise. 

This subject given to me might better have been expressed, 
it seems to me, Mr. Chairman, not as the urban home owner’s 
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problem, but as the urban home dweller’s problem, because | 
see no great difference, as a matter of social welfare, between 
the home owner’s problem and the home renter’s problem. 

The great difficulty that we have faced in all times has been 
for a family to find a home suitable to its needs at a cost that 
a man can afford to pay, under the plans by which we sell 
homes and finance them. That is the problem, and in the long 
run, the man probably will pay about the same whether he rents 
or whether he buys. On the $7000 home that I used for illus- 
tration, if you figure interest at 6 per cent, and assume the 
second mortgage is liquidated in the first five years, the total 
cost over a period of thirty years will actually be about $24,000. 
The “ owner” thought it cost $7000, but it cost him $24,000, 
and he still didn’t own it. 

What has attracted most attention to home dwellers in recent 
years is the question of removing the social depression and 
socially undesirable conditions from the highly populated 
centers of metropolitan cities. We speak of them as slums 
and by various names. I happen to work all the time, every 
day almost, in perhaps the worst one. As a part of my duty 
I administer our old bank on the Bowery, at Grand Street, in 
the heart of the Lower East Side, perhaps the best known 
example of this kind of neighborhood. The elimination of the 
bad social and economic conditions in areas like that to my 
mind is the outstanding social problem in American life. If it 
were only a social problem, it might not be so difficult, Mr. 
Chairman. I perceive a difference between many other ques- 
tions of social security and this problem of rehousing American 
populations, particularly those that are now badly housed. 

If we start off with the question of social insurance, we start 
at scratch. We have no investment in it. We have no com- 
mitments. We start off with an entirely new piece of business. 
It is a fine thing and simple, if we can get the legislation and 
the funds with which to finance it. But when we start to elim- 
inate a slum and rehabilitate the population, we start with this 
handicap, that every piece of property in the slum area is 
already in the hands of private owners, investment has been 
made, mortgages are on the property, first and usually second, 
and sometimes third. Sometimes the properties are free and 
clear. These complications make it difficult to assemble the 
land and do something with it in a large way. 
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I have followed with some degree of care the history of 
the Lower East Side, although I am relatively a newcomer in 
New York City. In 1910 the Lower East Side was at its peak 
of prosperity, perhaps, and had a population of 531,000 people; 
in 1935, I will say, the population has been reduced by about 
55 per cent and now numbers some 240,000 souls. 

But the property is still there, on Manhattan Island, and is 
assumed to be of value. As more than half the population 
moved out, others have moved in to find lower rents. This 
process has progressively reduced the possibilities of the eco- 
nomic support of the community. Thus we keep on creating 
a situation which makes the solution of the social question pro- 
gressively difficult. 

I must hurry. I think I have taken about fifteen minutes. 
I still have five and I want to develop just this thought with 
you: There are those, and I have no quarrel with them, who 
believe that the eradication of the slums and the rehousing of 
the poorer classes of people can be accomplished only by gov- 
ernment effort and largely by government subsidy. There are 
those, on the other hand, and this view is always blamed on 
the banker, who believe that the government shouldn’t have 
anything to do with such money matters, that it should tend 
to its own affairs and keep out of private business. 

The history of this thing has been this: that none of us has 
done very much about it so far and, therefore, none of us has a 
great deal to brag about in this connection. The real social 
problem and the economic questions which must be answered 
in order to solve the social problem, have not been thought 
through, in my opinion, by any group. I do not believe that 
the housing problem in America can be solved by the govern- 
ment, nor do I believe it can be solved by private enterprise. 
The time has come wnen those who are extremely socially- 
minded and think in terms of providing social benefits without 
considering any particular economic commitments, investments 
or equities, and those who are committed to the problem of 
investment in private property, either through equities or in- 
vestments, should recognize a common interest in the solution 
of the broad housing problem. Some formula should be 
worked out by which the sources of money that might reason- 
ably be available for such an effort can be regimented and 
mobilized together, to the end that government and private en- 
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terprise shall not be competitors in the field of home financing 
or in any other form of business in this country. The two 
should go along together, and amicably, in the solution of a 
problem which represents the needs of the people. Both 
government and private enterprise should assume responsibil- 
ity for the social needs of the people within reasonable limits 
and on sound terms of business performance. There are things 
that private business can’t do. We operate on the people’s 
money. We have to be reasonably careful about it. 

I want to call attention to just two things, if I have two 
minutes more, Mr. Chairman, two things which are in the 
works in the federal government which, in my opinion, have 
great potentialities. One is the fact that under the Housing 
Act, an institution that wants to qualify to insure mortgages 
with the federal government might make them up to 80 per 
cent. I don’t know whether mortgages should be made to 80 
per cent or not, but the thing I see in it is, that if we can 
agree upon an arrangement whereby my institution will loan 
the money and the government will make some insurance of 
the part of it above what it has been customary for us . 
servative people to lend, then we can remove a difficulty which 
has stood in the way of home-ownership and perhaps more 
than anything else has caused homes to go into foreclosure and 
into the government portfolio. That difficulty is the second 
mortgage. If the government and private lending institutions 
in the business of making first mortgages can eliminate that 
from the whole question of home ownership, we shall have 
made a considerable advance. 

When the government is ready to outline its broad program 
of housing, to invest money in slums and improvement of 
housing conditions generally, private institutions and the gov- 
ernment should not, as I have said, enter into a competition to 
see who can lend the money, but should undertake to see what 
part private enterprise can and should reasonably do and what 
part, on the other hand, private enterprise cannot and reason- 
ably should not be expected to do. The place for government 
is to provide the money somehow to do what institutions operat- 
ing as trustees of privately owned money cannot do. If we 
take the money that is available in private lending agencies and 
if we take the money the government might put in to comple- 
ment it, we would, in my opinion, do a job just about twice as 
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large as either of us could do alone, and we would have effected 
a relationship between private enterprise and the government 
which may, after all, be a desirable and effective way to work 
out broad and difficult social problems with deep-seated eco- 
nomic implications. 

Now, I have submitted a few ideas for you to think about. 
I am not here to defend private enterprise as against the gov- 
ernment. You, sir, your organization,’ has done a fine job, 
and I am inclined to believe that there is going to come out of 
all this emergency effort of the government during the depres- 
sion—and there are implications of the future permanency of 
many of these agencies—something constructive that will 
permit us to work together in a way that has hitherto been 
impossible. 


1 Federal Home Loan Bank Board. 
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CHAIRMAN FoLKs: We may take close to a half hour for asking 
questions of either of the two speakers, one of whom, as you see, 
represents a government activity, and the other a voluntary 
corporation. 


E. Martin: As I understand Mr. Lester’s proposal, the govern- 
ment is to take the risk and the bank is to make the profit. The 
government is not to compete with private enterprise but pull the 
chestnuts out of the fire for it, if the government is going to insure 
the mortgage above the point of safety. 


CHAIRMAN Fo.ks: Mr. Lester, will you get the chestnuts back 
into the fire now? 


Mr. LEsTER: I take it that you are referring to the government 
insurance of first mortgages. It should be remembered that that is 
a government proposal. Under that arrangement the government 
puts no money in but undertakes to make it possible for a mortgage 
to be made to a substantially higher amount than is customary or 
sound, perhaps, for institutions to make on their own responsibility. 

Instead of putting in fifty or sixty per cent, the government says, 
you put in more and we will insure the additional amount which 
normally has been obtained by the second mortgage. We ought not 
to approach this question on the assumption that the bankers are 
trying to do something reprehensible. My bank would not make a 
mortgage for 80 per cent insured by the United States Government 
unless we would make such a mortgage anyway, up to a reasonable 
amount, without insurance. We would make the same kind of mort- 
gage we have always been making, but we would do it to a higher 
amount because government insurance would protect us. 


Mr. FREDERICK W. Ketsey: As I understood the last speaker, 
he takes the position that neither the government nor private interests 
can solve the social question. In that view I think men of affairs 
generally agree. The opponents of the Administration are constant 
in their prognostication that Socialism or Communism is right 
“around the corner”. Be that as it may, the question still remains, 
if the social question is not to be solved either by the government 
or by private undertaking, what are we going to do about it? My 
own thought, after giving this subject considerable attention, both in 
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this country and in Europe, is that we are going a little too fast. 
The problem seems to me so complicated that it is almost impossible 
to estimate now what may be the result. 


Hon. W. R. CasTLe: I am cordially in accord with the last 
remarks Mr. Lester made. I have always had the feeling that the 
danger was of people borrowing from the government and then not 
feeling so much under obligation to pay back the money as if they 
had borrowed from banks. The other day in Washington one of 
the Directors of the H.O.L.C. told us that they had made well over 
a million loans. Dr. Hoagland says a million and a half. At the 
end of his talk, when there were questions, somebody said, ‘ What 
proportion of those loans is in default?” He said, “ Only 30 per 
cent are in default’’, and then he added, “ one half of that 30 per 
cent are in default over ninety days.” Of course, no private concern 
could continue its operations if that were the case. 

It seems to me that situation is a little bit dangerous. 


CHAIRMAN FoLks: The Chair will regard that as a question and 
ask Dr. Hoagland to answer it. 


Dr. HOAGLAND: It is perfectly true that some people who have 
made loans with us feel that they are now out of debt. (Laughter) 

I should like to remind the gentleman who just spoke that the 
banks, including the savings banks and savings and loan associations, 
did have default of more than 30 per cent on most of the loans which 
we have taken over. That is why we took them over. If they were 
good loans, the banks and the savings and loan associations would 
have been very happy to keep them. 

I have talked before groups of building and loan people, savings 
and loan people, who have complained that we have taken over some 
of their good loans, and I always make them this proposal: We will 
be very happy to turn back to you any loans that we have taken from 
you. And I get no takers. 

I should like to have the audience appreciate that our Board is an 
administrative board and does not initiate the policies. How much 
money we shall distribute is determined by Congress. After two 
weeks of hearings before the Banking and Finance Committee of the 
Senate, in which we urged that the funds available to H.O.L.C. be 
not extended beyond the amount needed to take care of present 
applicants, a friend of mine remarked to me, “ Well, that is the 
first bureaucratic organization I ever knew that was trying to work 
itself out of a job.” 

It is the Congress, if you please, that determines our policies. We 
are attempting as best we can to administer those policies. I doubt 


[333] 


62 SOCIAL LEGISLATION IN THE UNITED STATES [Votr. XVI 


very much whether you people, either socially minded or business- 
minded, would want our Board to proceed immediately against every- 
body who has a loan with us and who comes in default within 
ninety days. Think it through from a business point of view and see 
what conclusion you would arrive at. We do intend to proceed 
quickly against chiselers. Unfortunately, we have some chiselers 
who are borrowers from us. But I don’t think it is either socially 
desirable or good business for us to proceed immediately against 


those people who are unfortunate in their incapacity to pay on the 
barrelhead every month. 


Mr. RoGeR S. HAMILTON: I should like to ask Mr. Lester a 
question. To what extent do you believe that the government in- 
surance device, such as has been suggested, will encourage poor bank 
management, your own bank, of course, excepted? (Laughter) In 
other words, to what extent, will this device allow poor bankers to 
make loans which should not be made? 


Mr. LEesTER: The good banker will be just as careful if he is 
backed by the government guarantee, as if he is working on his own, 
and the poor banker shouldn’t be allowed to exist. My own feeling 
is, as I say, that no good bank would make a mortgage up to 80 per 
cent or above the normal amount that an institution should make 
unless it would be willing to take it on its own account. I don’t care 
what the conditions may be or how anxious we are to effect recovery, 
if these loans, from the standpoint both of the institution and of 
the government, are not made on a sound basis, we are heading for 
trouble. So I would say it altogether depends upon the nature of 
the banker. If you can trust the banker, he will deal with the 
situation precisely the same with the government insurance as with- 
out it. If he is the chiseling type, he might not. 


CHAIRMAN FoLks: Anticipating other questions, I should like to 
remind the audience that Mr. Lester said the government couldn’t 
handle the housing problem in the poorer areas and then immediately 
said that private industry couldn’t, but indicated that the real solu- 
tion was a partnership or a combination of the two. We would all 
like to hear a little more of the nature of that partnership. It seems 
to have been difficult in the past. 


FRANCES BALLARD: I got the impression, perhaps wrongly, that 
the savings banks were not anxious at first to make loans under Title 
I of the Federal Housing Act, and I should like to ask whether Mr. 
Lester feels that a loan of five years, or even three years, would be 
proper? Would the interest of the depositors of the bank be pro- 
tected? It is a long time to carry an unsecured loan. 
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Mr. LEsTER: That is somewhat a matter of opinion. We do not 
make such loans in our bank, largely because we have had practically 
no demand. If there had been a demand, I don’t know what the 
decision might have been. The chief difficulty with the savings bank 
in doing this thing is the need it has of setting up a credit machinery 
it doesn’t now have, as it is a kind of business we haven’t been doing, 
and, being sort of old-fashioned, we haven’t done it. It is not 
because we don’t want to codperate with the government, but if the 
same accommodation is offered by other institutions accustomed to 
making those loans, we haven’t felt called upon to enter the field. 


FRANCES BALLARD: I think we feel we can trust the savings bank 
better than some other organizations which have been making these 
loans. 


Mr. LEsTER: If this were a long-time arrangement, doubtless we 
would have gone into it, but it is purely an emergency matter and 
calls for setting up of machinery for short term. There are good 
institutions in New York which do make these loans, and which you 
can trust altogether, I am sure. 


Mr. H. W. FitzGERALD: Mr. Lester made a remark which opens 
up rather broad implications. At the same time it touches on a 
certain phase of the whole legislative program that I haven’t seen 
or heard discussed. Mr. Lester made the comment that over a 
period of time in which he has been associated with the Lower East 
Side, something over half its population has disappeared. One 
might ask the question, where did they go and why? That touches 
on the whole problem of our shifting industries. 

If the huge relief appropriation is to be devoted to a certain extent 
to slum improvement, to what extent, Mr. Lester, do you think the 
government may be trying to put people in places not economically 
suited for them, and to what extent is the government going to try 
to alter deep-seated social practices and customs, amongst people who 
have found difficulty in adapting themselves to purely American 
traditions of living? 


Mr. Lester: If the housing program is to be done on a business 
basis, we have to consider cost of land, what may be reasonable as 
to the value of land, and what it may be had for; and, second, the 
nature of a population that has to live in the Lower East Side to 
support it and keep it as a going concern. 

There are a few illustrations of that recently which show it is 
rapidly becoming a lower New York problem. The Christie- 
Forsythe area was taken over by the city at a cost of $16,500,000. 
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There was a cost of $1,300,000 for street-widening, paving and 
beautification, and Allen Street had previously been done at a cost 
of $1,600,000. Both of those assessments originally levied against 
the property owners have been taken off the property owners and, 
in the case of Allen Street, refunded and spread over the entire city 
of New York. Perhaps that fact indicates the inability of the 
Lower East Side to support such improvements. It would take days 
to answer the question whether we should do the Lower East Side 
over to keep the present population of 230,000 or 240,000 there, or 
rebuild it with higher-priced apartments and move some of these 
people out to cheaper land. 

That is a controversial problem. Many of my friends don’t agree 
with me. I think you have to approach it primarily from the economic 
standpoint, going at it gradually and remodeling the existing houses, 
tearing some down, and gradually moving people from the very 
worst places. What we need, in my opinion, is a substantial new 
development of ten or twelve blocks as a beginning. I don’t think 
we can afford, on the Lower East Side, to take the people who pay 
$4 or $5 a room and build new houses for them out of anybody’s 
money, unless we subsidize the project to a high degree, and let 
them live in the new construction. We will have to work at it 
gradually and do a lot of progressive thinking. 


Mr. LicuTsporF: It seems that the public is thoroughly in- 
doctrinated now to blink the unpleasant facts. Now, the facts in all 
the measures of the Administration are simply these: Too much 
money has been invested in one enterprise or another, whether in a 
home or in the stock market, and the government has undertaken, as 
this lady said, to pull the chestnuts out of the fire for the investors. 

The Home Owners’ Loan Corporation is making loans which are 
the most uneconomic things you can imagine. No sane man would 
make loans at the rate that they are making them. Dr. Hoagland 
has told you practically that it is a paternalistic help which is ex- 
tended to people who are making injudicious investments. I have 
had experience in the mortgage business and I know that unless an 
owner pays the interest and the taxes and the assessments within the 
time required by the mortgage, it is a dangerous process to give him 
any time whatever. The probability is that default will very rarely 
be made up. 


CHAIRMAN FoLKs: We must stick pretty close to our schedule. 
Of the two remaining minutes I will take half of the first minute to 
get the government back in the setting, in relation to the housing 
picture in general. I did not hear Dr. Sydenstricker this morning, 
but I am sure I know what he said, and that was that the community 
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as a sheer business matter can’t afford to let people go without reason- 
able medical care. It costs more to take care of the damage that is 
done by neglect than it does to provide the care in so far as you have 
to. I think we all would accept that. 

Now, then, there are certain kinds of housing which, it seems to 
me, present an analogous situation. It costs the community more 
to let people continue to be exposed to them and to undergo the 
deterioration and damage that is involved thereby, than it does to 
take a hand in preventing the damage. That would be a valid 
argument, if the facts worked out that way, wouldn’t it? That, I 
suspect, is the real basis of the government’s intervention. The 
government just can’t afford to let people go on living under certain 
conditions because it has to take care of the mess when the cleaning- 
up time comes. 

Now, Dr. Hoagland, can you put a closing word into a minute 
and a half? 


Dr. HoaGLanp: I would not for a minute contend that with the 
extent of our operations in a year and a half, refinancing a million 
and a half home owners, for an amount that will be nearly five 
billion dollars by the time we have completed the job, we have 
made no mistakes. The wonder is that we haven’t made more 
mistakes. Granting the mistakes that we have made, I should like 
to make these two closing statements. One is, whether you look at 
it from a social point of view, the point of view of the home owner, 
or a business point of view, I agree thoroughly with Mr. Lester that 
the Home Owners’ Loan Corporation (and I can say it frankly 
because I have been connected with the institution only since last 
September) has done a very excellent job. In the second place, 
given an opportunity to work out the problems that we have before 
us, without too much interference—and by that I mean particularly 
without reduction in the interest rate on our mortgages—I am con- 
fident that the Home Owners’ Loan Corporation will have saved a 
million and a half homes through this crisis, without placing the 
burden of one cent of cost upon the taxpayers of America. 

Given the opportunity during the life of the Corporation, I think 
we can work this problem out on a self-supporting basis, unless we 
are forced to continue indefinitely to lend money not only to dis- 
tressed home owners but also to all home owners. I am confident 
that we will work out the problem long before 1952, when our bonds 
are supposed to mature. 


CHAIRMAN Fotks: Dr. Hoagland has said that some of the 
clients of the H.O.L.C. thought they were now out of debt, having 
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obtained their loans from the government. We may say we have 
settled the housing problem now and we will proceed to settle the 
problem of security in employment. The first paper is on “ Some 
Major Issues in Unemployment Insurance”. Mr. Sam A. Lewisohn, 
as you all know, is a man of large business interests; as a writer on 
labor he is known to you; and I know him perhaps more intimately 
as the re-creator, almost, of the Department of Correction of the 
State of New York. Mr. Sam A. Lewisohn! 
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SOME MAJOR ISSUES IN UNEMPLOYMENT 
INSURANCE 


SAM A. LEWISOHN 
Vice-President, Miami Copper Company 


W HEN we approach the subject of unemployment in- 


surance we are in danger of becoming enmeshed 

in detail. Paying men because they are out of 
work naturally requires definitions, controls and boundaries 
much more complicated than in other forms of social security. 
It is therefore desirable to select from this cluttering detail 
certain basic problems whose solution will largely determine 
the direction that unemployment compensation will take. 
Some of them which superficially seem like minor questions 
may have important implications which justify the term, “key” 
problems. What seems a relatively insignificant question may 
be pivotal in giving direction to the whole system. By our 
answers to questions of this type, we will to a large extent 
decide the objectives which we will pursue. 

The first problem I shall take up is of this character. It 
is the question of the so-called “ waiting period ”—that is, the 
period that a man must be unemployed after losing his job 
before benefits are paid to him. Now, this provision, though 
it seems a relatively minor one, has an important effect upon 
the manner in which the insurance scheme works. It is a 
controlling feature in determining the period during which 
the funds shall be distributed— whether during relatively 
prosperous times or during “ hard times ”. 

Often when this subject is discussed one would imagine that 
the issue was as to how generous we intended to be with the 
unemployed. Was it the intention to treat him in a niggardly, 
or ina fair manner? Was it not unfair to him to ask him to 
bear the burden of unemployment for the first two months? 
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This, it seems to me, is to introduce a dangerous attitude of 
emotionalism into the whole question. For there is after all 
a maximum amount of premium that the state and industry 
can afford to pay if we decide against our better judgment 
to resort to the general taxing authority, or that industry can 
afford to pay if the entire burden is put upon it. We may 
disagree on the amount of tax that should be levied upon pay 
rolls or upon the general community. But there is a limit, 
and after this limit is set, then the question is how the pro- 
ceeds should be paid out. The matter of generosity does not 
enter. The question is, to what group is it best to pay the 
funds, and is it better to make a man wait a few months before 
receiving benefits or to cut off benefits prematurely? 

My own opinion is that, after all, since there is a maximum 
amount of premium that industry and the community can 
afford to pay, this premium will go much further in relieving 
real distress if it is not dissipated during periods of mild 
distress. There is a well-recognized insurance principle: that 
one can usually buy a surprisingly large amount of major risk 
protection by rigorously eliminating any attempt to protect 
the minor risks at the same time. It is decidedly more im- 
portant to provide benefits for an adequate period than to 
start the payment of benefits after a comparatively short 
period of unemployment. Most insurance schemes admittedly 
provide a pitifully inadequate period of benefits when the 
needs of the period of prolonged depression are considered. 
At the same time the “ waiting periods ”, though longer than 
is customary under the European plans, have been compara- 
tively short—two or three weeks. An extension of the “ wait- 
ing period ” would provide many more weeks of benefit with- 
out increasing the yearly premiums, be they from industry, 
employees or the state. The question is not whether we intend 
to be generous with the unemployed or not—the question is 
during what period shall the fund be generous. Shall it be 
liberal at the beginning or at the end of the period of un- 
employment? Of course the need is great during both 
periods; but the question is, which need is the greater? 

Now it seems obvious that the more critical, the more trying 
period is after a prolonged period of unemployment. The 
beginning of such a period may be burdensome and it may be 
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most difficult to muster enough funds to take care of the first 
two or three months of unemployment. But the question is 
not whether it is difficult to tide over such a period—the ques- 
tion is whether it is possible to do so, and it usually is possible 
—at least more possible at such a time than later. The time 
when it becomes not only difficult but impossible for a werking 
family to muster funds is after a long period of unemployment. 
It seems obvious that if we are going to have any unemploy- 
ment insurance system at all we should have a reasonable 
period during which benefits are paid and that this objective 
can only be attained by making the “ waiting period” a much 
longer one than it has been in the past. 

In putting this emphasis on the necessity of a long “ waiting 
period”’, I realize that any insurance scheme must provide 
ultimately for a second line of defense in the form of emerg- 
ency grants from the state. But the point is that resort to 
this secondary defense should be made at as late a date as 
possible. And the whole point of an unemployment insurance 
scheme is that it is important to have a fund which will pre- 
serve the atmosphere of a man’s self-esteem as long as possible 
—and contributions from the employment insurance funds 
obviously serve this purpose much more effectively than con- 
tributions from a general state emergency fund. Thus it is im- 
portant to make the fund last as long as possible during an 
emergency period so that only in as few instances as possible 
will we have the necessity of relying upon the more demoraliz- 
ing emergency grants. 

The length of the “ waiting period ” will in a large measure 
determine the size of the fund which will be available for 
“hard times”. Of course it is Utopian to believe that any 
fund will be large enough to last throughout all the stages of 
a major depression. But at least it can provide a cushion 
during the early stages. 

I know the argument is made that unemployment during 
what might be called “ fair weather” is almost as hard to bear 
as the unemployment during “hard times”. But, as a matter 
of fact, the difference in extent and intensity of distress caused 
by “hard times ” unemployment as compared with that caused 
by “ fair weather” unemployment is so great as to amount to 
a difference of substance rather than of mere volume—the one 
is a great social tragedy which menaces our entire economic 
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system, the other a comparatively localized disaster. The 
length of the “ waiting period ” will determine for which type 
of unemployment we will mainly use the funds—whether for 
the comparatively minor sickness or for the major epidemic. 

This brings us to the next large problem, and that is, who 
is to contribute to the fund. The best opinion, it seems to me, 
is that contributions should be made by employers and em- 
ployees, and that the state’s contribution should be confined to 
providing relief for the second line of defense when the 
“insurance” funds are exhausted. 

Why the state should not contribute is quite obvious. It is 
most important to preserve the atmosphere of self-help. While 
technically unemployment compensation cannot strictly be 
called insurance, it is well to preserve the atmosphere of in- 
surance with its association of providing for one’s own prob- 
lems. If the state contributed there would be continual 
pressure to increase benefits even during good times and we 
would be enmeshed in all the political dangers which we have 
experienced in our pension abuses. It would involve turning 
what should be a “dutch treat”’ scheme into a relief scheme, 
when our very purpose is to relieve the state of relief except 
as a last resort. 

The principle of preserving the atmosphere of self-help 
applies also to having the employees contribute. It is most 
healthy from the point of view of the employees’ self-esteem 
to have unemployment compensation a matter of business re- 
lations. Again, with all the dangers inherent in paying men 
while idle it is well to have every worker interested in pre- 
serving the solvency of the funds as long as possible and dis- 
posed to frown upon any attempt to take advantage of the 
plan. Incidentally, employee contributions are part of every 
European system with the exception of Russia. 

Then we come to the much debated problem of how the 
funds are to be collected and administered. For the sake of 
clarity I will outline the different methods proposed: first, in- 
dividual reserve funds for each employer; second, a general 
state-wide or country-wide pool; and, third, separate funds 
and administration for each major industry. Informed opinion 
as to which is the best method has swung to and fro. There 
are advantages and disadvantages in all three methods, de- 
pending largely on the objectives sought. Those pressing for 
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individual employer reserves do so largely because they are 
primarily interested in the preventive side of the problem and 
feel that unless the incentive to control unemployment through 
stabilization is retained, unemployment insurance will tend 
to increase rather than to decrease unemployment. Those in 
favor of pooled reserves take the attitude that a certain amount 
of unemployment is an inevitable result of our business routine. 
They are interested more in providing a dignified unemploy- 
ment relief without the taint of charity for those out of work 
than they are in stabilization. 

But there are other advantages and disadvantages, to be 
balanced against each other. One advantage of the individual 
employer reserve system is that during normal times the 
employer with a high turnover, whether from poor manage- 
ment or other causes, does not drain the reserves of the 
employers with a good record. A balancing disadvantage is 
that the reserves of the poorer companies are apt to be ex- 
hausted in case of even a mild depression. On the other hand, 
the pooled fund has this to offer—at least in the early stages of 
the depression a cushion is provided for all unemployed in- 
dustrial employees in the state. Thus, even if the pooled 
funds are not sufficient to last through a major depression the 
state will not be called upon for relief until these funds are 
exhausted. 

But just as there are the disadvantages in the plant-reserve 
plan as well as advantages, so there are distinct limitations in 
the so-called “ pooled” plan. Against the advantages of the 
state pooled-fund plan must be weighed the fact that it makes 
it impossible to localize the difficulties which may take place 
in certain industries. The excessive unemployment among 
the employees in these troubled industries may so impair the 
pooled reserves that the healthy industries with a normal un- 
employment record are deprived of the protection they had 
helped to build up. 

The fact that each plan has its advantages and disadvantages 
has led to the suggestion of combining the two systems. The 
suggested compromise is to permit companies which can give 
adequate guarantees as to their financial competency to set up 
individual reserves, and, further, in order to satisfy those who 
fear that this permission will mean that only the poorer risks 
will be left in the central pool, to provide that a certain part 
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of the reserves of these companies be paid into the central 
pool. 

And then there is the proposal for allowing separate in- 
dustries to set up industry-wide funds. In many cases this 
would mean cutting across state lines. Personally, I believe 
that the industry-wide funds have much to offer because they 
prevent the danger of freezing labor in decaying industries. 

It has been claimed that under our federal system this 
cutting across state lines will necessarily complicate any 
system. But my feeling is that the advantages of having 
industry-wide funds are so great that some methods should be 
found to overcome these complications. 

My personal belief is that we should experiment with in- 
dividual plant reserve and industry-wide systems, side by side 
with state-wide pooled reserves for concerns and industries not 
strong enough to provide their own reserves, and then have 
the individual reserve systems (whether individual company 
or industry-wide) contribute something (but not too burden- 
some an amount) to the general pool. The reason I say not 
too burdensome is that if you force too large a contribution by 
those industries contemplating an individual reserve plan, you 
will discourage their experimenting with such plans. 

There should also be provision for emergency grants, to 
which I have already alluded, to be furnished by the state for 
taking care of workers after the regular insurance funds have 
been exhausted. But such provision by the state should be 
sharply distinguished from the employer-employee supported 
compensation system. 

These, then, are some of the main considerations underlying 
unemployment compensaticn. The point that I wish to 
emphasize is that the main consideration to be kept in mind is 
that unemployment funds be not frittered away during periods 
of prosperity but preserved for “hard times”. This is the 
reason I feel so strongly that the “ waiting period ” should be 
made as long as possible and that any other limitations should 
be introduced that will adequately preserve the funds for 
trying periods. That is the reason I felt that we must have 
in addition to individual reserves a certain amount separate for 
a general pool so that at least at the beginning of a depression 
period there will be some cushion which will provide funds 
before the state is called upon for relief. 
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In any event, unemployment insurance is at eur threshold 
and it is imperative that it be properly equipped to make an 
effective member of the economic community. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Forks: Mr. Lewisohn referred incidentally and 
briefly to the federal aspects of the problem. The general subject of 
federal and state unemployment insurance will now be presented by 
Mr. Bryce M. Stewart, Director of Research, Industrial Relations 
Counselors. That is a privately supported but thoroughly impartial, 
disinterested, and technically highly competent organization. Mr. 
Stewart ! 
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FEDERAL AND STATE UNEMPLOYMENT 
INSURANCE 


BRYCE M. STEWART 
Director of Research, Industrial Relations Counselors, Inc. 


tion of unemployment insurance, it is important to re- 

member that this device is only one of many lines of 
attack on unemployment, each of them specialized to a par- 
ticular phase of the problem. This being so, the necessity of 
coérdinating the different approaches and of centralized con- 
trol of all the advancing units is apparent. Unemployment 
insurance, which compensates on the basis of right against loss 
in income due to lack of work, must be linked with the other 
social insurances, which provide against the loss from un- 
employment due to accident, sickness and old age. It must 
also be related to relief whether in cash, kind or work, which 
gives aid to the uninsurable on the criterion of need and to the 
insured who have exhausted their insurance rights. We are 
also beginning to realize that social insurance reserve funds 
may have an important part in another major phase of the 
attack on unemployment, the use of financial devices to reduce 
the swings of the business cycle. Surely in such large-scale 
operations there must be a general headquarters. 

This conception of the attack on unemployment developed 
slowly as the magnitude and complex character of the problem 
became better understood, in the same way that the need for 
supreme control of the armies was tardily recognized on the 
Western Front. But in relief, employment offices, pensions 
and unemployment insurance in countries with relatively long 
experience in these fields, the tendency to centralize is in- 
creasingly apparent. 


T° any consideration of the organization and administra- 


Social Insurance Gravitates Toward National Control 


One hundred years ago in the long depression that followed 
the Napoleonic Wars, the British people felt that their poor 
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relief system was not functioning well and the famous royal 
commission report that laid down the deterrent principles of 
1834 was designed to make the relief method more effective 
in dealing with the able-bodied poor. 

A more recent royal commission reporting on unemployment 
insurance describes the subsequent development as follows: 


For nearly a hundred years preceding the 1st April, 1930, local ad- 
ministration of the Poor Law was in the hands of Boards of Guardians, 
who were unpaid representatives of the parishes. The area administered 
by each board of guardians consisted either of a single large parish or, 
more usually, of a union of parishes formed under the Poor Law 
Amendment Act of 1834. In the course of the nineteenth century the 
cost of the Poor Law was transferred in these unions from the rate- 
payers of the individual parishes to a common fund contributed to by 
the ratepayers of the whole union. By Part I of the Local Govern- 
ment Act, 1929, more than 600 boards of guardians were abolished in 
England and Wales and their Poor Law functions transferred to the 
councils of 63 administrative counties and 83 county boroughs as from 
the 1st April, 1930.1 


Commenting on this development, the commission says: 


One intention and effect of this measure [Part I of the Local Gov- 
ernment Act, 1920] was to continue the process begun in the last 
century of spreading the cost of the Poor Law over wider single areas.? 


Just as the 1834 reform in relief in England adopted the 
smallest division of community life, the parish, as the re- 
sponsible unit, so the Wisconsin law on unemployment insur- 
ance in this country a century later has taken the individual 
establishment, the smallest division of industrial life, as the 
unit of insurance. Surely one can prophesy that as many 
parish boards of guardians combined in poor-laws unions in 
order to equalize the cost of relief, so employers under our 
earliest approach to unemployment compensation will also seek 
to broaden the area of risk under the provision of the law 
which allows them to do so.* 


1Great Britain, Royal Commission on Unemployment Insurance, Final 
Report, 1932, (Cmd. 4185), p. 40. 

2 [bid. 

3 Two or more employers may pool their funds. 

The terms of the Social Security Bill necessitate a pooling of all funds 
within a state and if passed will require a change in the Wisconsin law. 
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This process of reduction in the number of administrative 
agencies and assumption of control by national authority has 
been completed in Great Britain since the report of the royal 
commission was written. The British Unemployment Act 
of 1934 transferred the administration of outdoor relief to 
needy able-bodied persons from the public assistance authori- 
ties provided for by the Local Government Act of 1929 to an 
Unemployment Assistance Board established in the Ministry 
of Labour. The cost of carrying out the new method of segre- 
gating relief to the able-bodied unemployed from the support 
of the chronically needy is being borne primarily by the 
national government, with contributions from local authorities 
proportionate to the reduction in their liability for relief to 
such persons. 

As a recent study of the development of social insurance in 
Great Britain states concerning the post-war relief situation: 


Slowly and tentatively a new attitude toward the problems of the 
unemployed was developing in which there was first an acknowledgment 
of the limitations of a policy of relief, and second a conviction of the 
futility of trying to deal with a situation which was national and even 
international in character by means of local agencies.* 


The same evolution is evident in public employment service 
and unemployment insurance. In the latter half of the nine- 
teenth century the trade unions in Great Britain had some 
success in establishing employment machinery for the placing 
of their members and quite considerable success in setting up 
systems of out-of-work benefit, but this made no provision for 
the great mass of unorganized workers. After a very few 
municipalities had experimented with unemployment ex- 
changes, the Unemployed Workmen Act of 1905 provided 
that a Distress Committee composed of councilors, poor law 
guardians and relief workers should be established in every 
municipal borough and urban district. Part of their duty 
was to try to find work for persons who would be more suitably 
dealt with under the act than under the poor law. Munici- 
palities which did not set up Distress Committees were re- 
quired to establish employment exchanges which could be 
supported within specified limits from the local rolls. The 


Helen Fisher Hohman, The Development of Social Insurance and 
Minimum Wage Legislation in Great Britain, 1933, p. 353. 
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act assumed that unemployed workers could be satisfactorily 
placed through local action but it proved altogether ineffective. 
It gave way to the Labour Exchanges Act of 1909, by 
authority of which the present national system of employment 
exchanges reaching to every part of the United Kingdom was 
established. When compulsory unemployment insurance was 
provided under the National Insurance Act of 1911, the two 
systems were merged into one national organization. 

In Canada, like the United States a federal country, a few 
provincial employment offices were established before the war. 
In 1918, the federal government passed legislation under 
which subsidies were provided to provincial employment 
offices that met specified requirements. After fifteen years 
with this federal-provincial procedure, the House of Commons 
has passed at the present session a bill which not only national- 
izes the public employment service but also establishes a 
national system of unemployment insurance. This bill seems 
assured of early enactment. In short, Canada despite her 
federal form of government has decided, like Great Britain 
and the majority of the principal industrial countries, that 
provison against unemployment is properly a national under- 
taking. After the establishment of the International Associa- 
tion on Unemployment as far back as 1910, the organization 
of the International Labour Office at the close of the war to 
promote agreement among the nations in all fields of labor 
legislation, and with the United States becoming a member of 
the International Labour Organization in 1934, it is some- 
what disconcerting to find that same government in 1935 
sponsoring a federal-state system of unemployment insurance. 

However, the United States now realizes that matters of 
social insurance and relief cannot be left entirely to states 
and municipalities. In 1921 the federal administration called 
the first official national conference on unemployment; in 1930 
the President’s Committee for Employment was appointed, 
and in 1933 was begun the present vast national program of 
relief. After decades of ineffective state experimentation with 
public employment offices, in 1933 the Wagner-Peyser Act 
provided federal subsidies to the states, but the needs of the 
recovery program forced establishment of the National Re- 
émployment Service, which is performing about 80 per cent 
of the public placement work of the country. A national 
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viewpoint in these matters and an attack on a broader front 
must almost inevitably result from the present tremendous 
effort. 

Note the evolution of our procedure with regard to old-age 
pensions. For decades we left the field entirely to employers 
and trade unions. Then came the stage of state legislation 
providing old-age allowances conditioned on a means test. 
The Social Security Bill is now providing that subsidies shall 
be paid to states with old-age assistance legislation conform- 
ing to federal standards, but also establishes a national system 
of contributory old-age pensions which is designed to supplant 
in time the federal-state old-age allowances so far as able- 
bodied employable workers are concerned. In short, by far 
the greater part of our provision for old age will be on a 
national contributory insurance basis in which the states will 
not participate. 

This is the typical evolution in federal countries. Canada 
has followed the same course. The national government for 
some years has been paying 75 per cent of the cost of old-age 
allowances provided by provincial governments and seems to 
be deferring a national pension system only until organization 
of a national plan of unemployment insurance has been 
completed. 

However much the Administration at Washington may 
resist any provision for extended unemployment benefits in 
the Social Security Bill, we may be sure that such benefits will 
be paid whether on a planned or emergency basis in any long 
depression. In Great Britain the government paid in the 
year ending March 1934, about £52,000,000 while ordinary 
insurance benefits in that year were about £44,000,000. In 
other words, the emergency payments at government expense 
exceeded the insurance benefits and in addition the govern- 
ment paid one third of the insurance contributions proper, not 
to mention its poor relief outlay. With the national govern- 
ment paying the major share of the cost of unemployment in a 
depression as in Great Britain and other industrial countries 
as well as our own, inevitably the insurance system will come 
under national control. 

The majority of governmental unemployment insurance 
systems have either been established on a national basis at 
the outset or have developed into national schemes in view 

[350] 


| 
i 


No.3] FEDERAL AND STATE UNEMPLOYMENT INSURANCE 79 


of considerations such as these. The following table gives the 
unemployment insurance coverage in the principal industrial 
countries classified by national and nationally subsidized plans. 
It shows that the number of persons under national plans is 
more than ten times the number under subsidized plans. 


UNEMPLOYMENT INSURANCE COVERAGE IN THE PRINCIPAL COUNTRIES, 1034 


National Compulsory Plans Nationally Subsidized Plans 
Country ® Coverage Country Coverage 
280,000 Czechoslovakia ......... 1,356,000 
Great Britain .......... 12,770,000 68,000 
Irish Free State ........ 284,000 173,000 
4,500,000 Netherlands ............ 496,000 

450,000 


aA bill for national compulsory unemployment insurance has now been 
passed by the Canadian House of Commons. It would add some 2,000,000 
more to the total coverage. 


Nature of Insurance Makes a National System Preferable 


In addition to this historigal argument for a national rather 
than a federal-state system of unemployment compensation, 
there are certain considerations in the nature of insurance that 
favor the national approach. Insurance involves coverage 
of large numbers and estimating the extent of the risk the 
group will incur for a period in the future. Some will not 
suffer the contingency insured against and others will suffer 
it only in small measure but if the coverage is sufficiently lazge 
and the calculations have been based on adequate experience 
the claims will approximate closely what was anticipated. 
Certain it is that variation from expected experience will be 
greater in small than in large exposures, a consideration that 
weighs heavily for a national system. Accordingly, the un- 
employment risk should be broadly spread geographically, 
industrially and over time. This is all the more important 
for the reason that our statistics of unemployment, while they 
are seriously inadequate, are much more representative for the 
country as a whole than for geographical divisions. But the 
Social Security Bill permits no pooling of the various state 
funds for benefit purposes. The funds in the state of Michi- 
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gan, which had an unemployment rate of 13.9 per cent accord- 
ing to the unemployment census of 1930, and South Dakota, 
which had a rate of 3.9 per cent, will depend entirely upon the 
contributions collected within their borders. The unemploy- 
ment insurance staff of the Committee on Economic Security 
calculated that for the three years 1930-1933 these rates were 
34.3 and 17.5 per cent, respectively, but even with this lesser 
difference for the longer period, the rate of Michigan is double 
that of South Dakota. In a recent publication the committee 
offers certain new calculations. In these the committee uses a 
four-week waiting period end finds that this so largely elimi- 
nates from compensation the short-term unemployment which 
causes most of the diversity in rates that, if the same benefit 
is paid, there will not be more than two weeks’ difference in its 
duration between any two states. 

The committee admits the highly tentative character of these 
estimates. It should also be said that there is little probability 
that every state will adopt a four-week waiting period; the 
New York law recently passed provides for three weeks. The 
Social Security Bill makes no specification to the states in this 
matter and we may expect that the influence of employee 
organizations will be directed to the shortening of the waiting 
period. In the discussions at Washington Mr. William Green 
urged that a period of four weeks was much too long. 

The technicians of the committee were evidently of the 
opinion that there would be widely differing benefit durations 
among the states, for they struggled long with the problem 
of securing within the framework of a federal-state measure 
some equalization of the duration of the payments over the 
whole country. A plan of reinsurance was suggested accord- 
ing to which part of the contributions from each state would 
be set aside in a national pool to guarantee the promised 
benefits in states unable to pay them. But this encountered 
two difficulties: (1) it would be necessary under such a pro- 
cedure to standardize benefit conditions in all state laws, 
otherwise, for example, the states with a relatively short 
waiting period would be the first to exhaust their funds; they 
would be habitual petitioners for assistance from the reinsur- 
ance fund. In short, reinsurance would encourage liberaliza- 
tion of state laws. But insertion of the necessary standards in 
a bill of the tax-remission type would have weakened it con- 
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stitutionally and would have been inconsistent with the 
Administration view that the states should have broad latitude 
for experimentation. (2) Even if it were possible to impose 
the necessary standards, the states with the highest unemploy- 
ment rates would be constantly asking for reinsurance. It 
would be patent to the states with relatively low rates of un- 
employment that part of their contributions was being given 
to others, a procedure inconsistent with the principle of states’ 
rights fundamental to the present plan, especially in the 
absence of any contribution from the federal treasury, and no 
doubt they would make strong protest. The effort at rein- 
surance had to be abandoned. 

If a national system had been adopted benefit duration 
could have been equalized by means of a national pool of 
contributions or to a lesser degree by a number of regional 
pools each comprising several states selected so as to bring 
together states with high and low unemployment rates. The 
extent to which the good-risk states were carrying the bad 
would have been less obvious at least. This geographical 
method of equalization was adopted in the German system 
under the law of 1927. To quote Dr. Oscar Weigert, who 
framed the German legislation: “The Ruhr area where the 
coal and iron industries predominate was not made the area 
of a single district . . . but separated between two districts 
each of which represents a larger diversity of industries.” ° 

Under the proposed bill broad industrial spreading of risk 
will be impossible because many states have no great diversi- 
fication of industry and in some a single industry or a few with 
high rates of unemployment bulk largely in the total. Em- 
ployers with employees in more than one state will have 
balances immobilized in states with favorable experience while 
in states with adverse experience they will be called upon for 
increased contributions to provide the promised benefits. For 
this reason alone a federal-state system would be more costly 
than a national plan, an important consideration when the 
entire cost is imposed on management. Since the statistics 
available for constructing the actuarial basis of the system are 
more satisfactory on a national than on a state basis, benefit 


5 Oscar Weigert, Administration of Placement and Unemployment Insur- 
ance in Germany, Industrial Relations Counselors, Inc., 1934, p. 39. 
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scales for single states must be drafted much more conserva- 
tively and the benefits actually paid are likely to show a 
greater divergence from those fixed in the law than would 
have been the case under a national system. The greater 
inadequacy of the statistics by states also makes the spreading 
of the risk over time much more difficult, a question dealt with 
in another section. According to the bill now before Con- 
gress, however, the state is the unit and one may venture to 
predict marked inequality in the benefit treatment of our 
citizens. It should be kept in mind that protest against failure 
to pay in full the benefits established by law as a right will be 
greater than that we have experienced in the present depres- 


sion from groups disappointed with the relief paid them on 
the basis of need. 


Maintenance of the Actuarial Basis More Difficult Under a 
Federal-State Plan 


The difficulty of maintaining the actuarial basis of a plan 
of social insurance has often been demonstrated. First there 
is the problem of securing satisfactory statistics and ensuring 
that the solvency of the plan will be constantly tested on the 
basis of the recorded experience. As has been indicated, the 
inadequacy of our unemployment statistics and the fact that 
variation from recorded experience will be less in large than 
in small samples argue for a national system. 

But there is another serious problem the proportions of 
which will be larger for a federal-state than a national plan, 
that is the tendency to treat reserves as surplus. Time and 
again fraternal societies, trade unions, business corporations 
and legislators have made this mistake. Once considerable 
sums have accumulated against future obligations, the tempta- 
tion to use them to reduce premiums or liberalize benefits in 
the present or to divert them entirely to other purposes is 
difficult to withstand. The English railroad pension plans, 
started shortly after the middle of the last century, apparently 
had an uneventful history until toward the end of the century 
those in control, in view of the substantial reserves on hand, 
succumbed to the temptation to provide more generous allow- 
ances with no increase in contributions, with the result that a 
few years later several of the plans were hopelessly bankrupt. 
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Any governmental insurance system, a plan of unemploy- 
ment insurance especially in view of the widespread distress 
during depressions, is under more or less pressure to increase 
benefits. The British actuary, Sir Alfred Watson, has pointed 
out that while he had established successive actuarial bases for 
the system in Great Britain, they were soon broken down by 
action of Parliament in changing rates without relation to 
experience. The usual result is that the balance between con- 
tributions and benefits is destroyed, insolvency follows and the 
legislators are compelled to provide other measures of relief 
outside insurance which should have been established as 
supplementary to insurance at the outset. 

Recognizing the importance of these considerations, the new 
law of Great Britain passed in 1934 provided for an Un- 
employment Insurance Statutory Committee of experts ap- 
pointed for five years, which is to report to the Minister of 
Labour early in each year on the financial condition of the 
fund. Recommendations which the committee may make 
from time to time must be reported to Parliament by the 
minister, who may alter the proposed amendments but not so 
as to change their anticipated effect on the fund. Obviously 
Great Britain, after about a quarter-century of experience 
with national unemployment insurance, has decided that in 
order to maintain a plan in which benefits will be limited to 
what the contributions will provide there must be a curb on 
legislative tinkering with the scientific basis of the system. 
The scientific interest has been given about as strong a position 
as could be granted in any democratic country. 

If we were planning a national system in the United States 
the task of putting a brake on congressional action for a 
benefit scale unwarranted by the contributions and of securing 
proper consideration of the financial and actuarial implications 
of proposed changes would be serious enough. But give a 
thought to the problem of keeping the reserves intact, if we 
are to have forty-eight separate plans subject to alteration by 
forty-eight state legislatures, especially in view of the greater 
difficulty of constructing actuarial bases for the state funds in 
view of the inferiority of state statistics and the inevitably 
greater variation from expected experience in small insurance 
units! It must be remembered, too, that when management 
meets the entire cost, as is now proposed, pressure for larger 
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benefits on the part of employees who constitute the majority 
of the electorate is bound to be greater. 


Merit-Rating Especially Difficult in a Federal-State System 


One of the principal points in dispute concerns the organiza- 
tion of the funds with a view to providing that the premiums 
of each employer shall be proportionate to his risk or on 
the other hand that premiums shall be completely or partially 
equalized over the whole group of participating employers. 
One view holds that each employer or any voluntary group 
of employers should have a separate fund while the opposite 
position is that the contributions received from all establish- 
ments should be pooled in a single fund. According to a 
middle course suggested by many, a basic pooled fund would 
be set up but firms or groups submitting plans not less bene- 
ficial than the general plan would be permitted to operate 
them but they would be required to make some contribution 
to the pool. Another variant of this procedure embodied in 
the report of the Ohio Commission is to pool all contributions 
but to adjust premiums to the risk within maximum and 
minimum limits. 

A federal-state system financed in whole or in part by a 
pay roll tax on employers encounters difficulty with any form 
of merit-rating in that assessing the tax according to the risk 
is likely to be difficult from a constitutional standpoint. This 
constitutional defect probably applies especially to the tax- 
remission procedure used in the original economic security bill, 
according to which an employer contributing to an approved 
state plan received, in the first instance, a credit of 90 per cent 
of his state contributions against a federal tax and, in the 
second, an additional credit if the state law allowed him to 
reduce his contributions on the basis of his employment record. 
No doubt the constitutional consideration had a part in prompt- 
ing the Ways and Means Committee to delete from the original 
bill the provision for additional credits. 

If the proceeds of a federal pay roll tax were collected into 
the Treasury and if a federal subsidy were paid to approved 
state funds, it would probably be constitutional to subsidize 
funds of individual employers or groups of employers and to 
subsidize more generously the plans with the best employment 
records on the theory that the government may give its money 
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away as it pleases. Although subsidies to the plans of in- 
dividual employers, industrial groups and labor organizations 
have been paid by some European governments, it has been 
said that Congress would never provide such subsidies in 
this country and that such a method wowld be politically 
impracticable. 

As the situation now stands at Washington, the Wisconsin 
school, together with certain groups of employers, is seeking 
a means of adjusting each employer’s premium to his risk but 
has failed to secure acceptance of this view due in part to the 
constitutional hazards under the tax-remission procedure of 
the present bill and in part to labor opposition to plant re- 
serves. Those who favor merit-rating could probably secure 
it more readily under a grant-in-aid federal-state procedure 
and with least difficulty in a national system. 


Industrial Plans Not Feasible Under Proposed Federal- 
State Procedure 


A problem somewhat related to merit-rating is the question 
whether plans of individual industries and companies or joint 
plans of industries or companies and their employees shall be 
permitted some measure of autonomy within the governmental 
system. A few American employers and trade unions have 
done better than our governments in pioneering in this field 
and have established voluntary plans which provide uniform 
benefits for the workers covered regardless of state boundaries. 

In its present form the Social Security Bill does not en- 
courage a state to provide for merit-rating and stipulates that 
contributions to a state fund on which the employer may re- 
ceive credit against the federal tax must be pooled. As some 
adjustment of premium to the individual risk is a principal 
objective of plant or industry plans whether operated solely 
by employers or by employees or jointly, the promotion of such 
plans within the states is, therefore, discouraged. Neither 
can interstate plans of this type be established as would be 
possible under a national system or, quite probably, under a 
federal-state system with the subsidy rather than the tax- 
remission procedure. With the subsidy method the states 
could have been required to insert in their laws permission 
for interstate plans to operate. Professor Sumner H. Slichter 
suggested in his testimony on the Wagner-Lewis Bill in 1934 
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that provision should be made in the bill for such a require- 
ment. This procedure would have been in line with the 
NRA objective of securing a greater degree of uniformity in 
labor costs for employers in the same industry throughout the 
country. 

Even without merit-rating there remain reasons for the 
establishment of private plans that are good and sufficient in 
the minds of certain employers and union leaders. Some 
employers will want to pay and some organizations of em- 
ployees will try to secure more liberal allowances than those 
of the governmental system and machinery will be required 
to administer such extra-legal benefits. A private plan if 
adequately representative of the employee interest and under 
proper supervision might be permitted to distribute the benefits 
due its members from the governmental system as well. This 
might be especially desirable if the private plan were willing 
to accept the administrative costs, and so to ease the burden 
on the public fund. 


Disadvantages of State Administration 


Advocates of a federal-state system are committed to a 
highly decentralized administration. They favor forty-eight 
state administrations, overheads and record systems, and they 
may as well realize that there will be almost as many degrees 
of administrative efficiency. 

All this federal-state machinery is to parallel a national 
administration of pensions for the same body of workers. 
There will be one system of pension records and forty-eight 
systems of unemployment records applying to the same people, 
and certainly a single record system is more necessary to un- 
employment insurance than to pensions. The pension admin- 
istrators have the relatively easy task of locating the insured 
worker at the retirement age and paying him benefit monthly 
until his death. Those who administer unemployment insur- 
ance will pay active, mobile workers weekly benefits, some of 
them for consecutive weeks in every year of their working 
lives. How to keep in touch with workers moving from state 
to state, as they must more and more in response to the con- 


6 Hearings before a subcommittee of the Committee on Ways and Means, 
House of Representatives, 73rd Congress (second session) on H. R. 76509, 
p. 184. 
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stantly accelerating rate of industrial change, without a central 
record system, is something the Committee on Economic 
Security seems unable to suggest. The committee’s report 
states : 


A federally administered system of unemployment compensation is 
undoubtedly superior in some respects, particularly in relation to em- 
ployees who move from State to State. This presents a problem, in- 
volved in State administration, which we do not at this time know how 
to solve, although we do not regard it as insoluble and recommend 
that it should be made one of the major subjects of study of the Federal 
administrative agency.” 


Proponents of the federal-state procedure thought they 
could impose personnel standards on the state administrations, 
but these have been deleted in committee, a step reminiscent of 
the elimination of similar standards from the Wagner-Peyser 
Act providing for a federal-state employment service. While 
the civil service requirements for federal employees of the 
Employment Service were struck out at the same time, it seems 
probable that this would not have happened if the system had 
been on a national basis. The federal government has a civil 
service while only a few states are similarly equipped and it 
should be possible to progress further toward efficient admin- 
istration by building on the substantial civil service position 
already achieved in Washington than by beginning to break 
ground in so many states. We should realize that administra- 
tion is all-important especially in these days when state relief 
administrations are being supplanted by federal officials and 
when good men are being broken in the impossible task of 
administering large-scale depression relief experiments with 
mushroom organizations at their command and the discontent 
of taxpayers and the sniping of municipal politicians to harass 
them. 


Proposed Procedure Retards Development of a National 
System 


It might be well to plan unemployment insurance with a 
view to the probable development of a national system some 
time in the future if indeed we cannot have a national system 
from the outset. After years of experimentation with volun- 


7 Committee om Economic Security, Report to the President, 1935, p. 16. 
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tary forms established by workers’ organizations and em- 
ployers the several European countries have turned more and 
more to national systems. Great Britain, Germany, Italy, 
Austria, Russia, all have national unemployment insurance and 
Canada, with no period of provincial experimentation what- 
ever, is almost certain to provide for a national system after the 
British model at the present session of Parliament. Some of 
the smaller European countries such as Belgium and Holland 
have not yet nationalized and in them states and even munici- 
pal governments play their parts, but such countries evidence 
some tendencies toward nationalization. 

In Belgium the present system of national unemployment 
insurance and relief has developed over a period of twenty- 
seven years and its history is one of progressive effort on the 
part of the national government to centralize the administra- 
tion of the system. In a country where the autonomy of the 
provinces and communes could not be encroached upon, the 
method adopted by the federal government to share the un- 
employment burden took the form of subsidies to existing 
local benefit plans paid through communal authorities. As 
the present depression deepened the relief load fell more and 
more on the national government and by 1932 it was bearing 
practically the entire cost of unemployment insurance and 
relief but had little control over the payment of benefits and 
the individual funds grew lax in their supervision of un- 
employed members. 

Necessary reforms were finally introduced beginning with 
two decrees in 1933 and 1934, which reorganized the entire 
system so as to centralize the administrative organization, co- 
érdinate labor-placement activities with the unemployment in- 
surance system, provide for uniform reports from local offices 
and arrange for labor transference and clearance on a national 
scale. The communal funds which hitherto dispensed national 
moneys were abolished and the Employment and Unemploy- 
ment Offices of the national government took their places. 

If it is accepted, as the Social Security Bill does in the case 
of pensions, that the typical evolution of social insurance is 
from administration by the smaller political divisions to ad- 
ministration by national authorities, then why not plan un- 
employment compensation accordingly? Since apparently we 
are unable to have immediate profit from foreign experience 
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in this field as in the case of pensions, would it not be well to 
establish a form of federal-state procedure that could be 
readily reshaped into a national organization when we reach 
the period of national operation and control which the experi- 
ence of other countries suggests is inevitable? 

The Social Security Bill proceeds in the very opposite direc- 
tion. It flies in the face of history. On the plea that the 
states should be left free to experiment, no adequate standards 
are imposed on them. As the bill now stands, a state may 
establish such waiting period and rate and duration of benefit 
as it pleases, and we may anticipate a long period of centrif- 
ugal action that will not be easily reversed. This is exactly 
what we have been doing in accident compensation for the 
last quarter-century, with the result that after twenty-five 
years four states still have no laws and among the remainder 
the diversity in legislation is so great that the states with the 
highest standards feel that their industries are at a competitive 
disadvantage. 

This experience should have significance for the planning 
of unemployment insurance as it has for forward-looking men 
in the workmen’s compensation field. Mr. Henry D. Sayer 
who, as Industrial Commissioner of New York State for several 
years, had close acquaintance with workmen’s compensation, 
said in an address to the American Bar Association at its 
annual meeting in 1934: 


It seems to me that in planning any new movements of a social and 
industrial nature, great care should be exercised to avoid the lack of 
uniformity so evident in our compensation laws. Let not a system of 
human justice to individuals become, through lack of uniformity, an 
instrument of discrimination between communities or states. If it be 
that a larger social and economic system is in the making, if the com- 
pensation system is about to be expanded into a wide system of social 
welfare, let us avoid so far as possible extending the apparent discrimina- 
tions that have thus far crept into our industrial system. 


This lax control of state action is probably inherent in the 
tax-remission method. There is fear that anything beyond 
the few elementary regulations incidental to the proper admin- 
istration of the tax will be interpreted as federal invasion of 
the rights of the states and will make the measure uncon- 
stitutional. The plea that the states should be left free to 
experiment is in part an effort to camouflage this weakness in 
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the method. The Advisory Council of the Committee on 
Economic Security representative of employers, employees and 
the public voted against the tax-remission procedure and 
favored collection of the proceeds of the tax into the federal 
treasury for distribution to the states by a more traditional 
grant-in-aid method. The Council felt that this would effect 
the desired measure of standardization of state action with 
little danger of being declared unconstitutional. Such a 
course would have established greater uniformity in law and 
administration throughout the country and would have made 
possible an easy transition from a federal-state to a national 
system. 


Conclusion 


Within the limits of this paper only certain of the con- 
siderations that favor national as against federal-state un- 
employment insurance have been discussed. It was indicated 
that the evolution in relief and the social insurances in various 
countries with centralized and decentralized forms of govern- 
ment has been from administration and financing by local and 
state agencies to increasing control and support by national 
authorities. In the United States also the sphere of the 
federal government has greatly expanded in the field of relief 
and public employment service and the Social Security Bill 
proposes to provide aid from the national treasury to state old- 
age allowances and ultimately largely to supplant them by a 
completely national system of retirement insurance. Favor- 
able to a national system were certain considerations in the 
nature of insurance—the fact that variation from expected 
experience will be greater in small than in large exposures; 
the better quality of our unemployment statistics on a national 
basis than broken down by states; the great difference in state 
unemployment rates that is bound to result in many different 
scales of benefit throughout the country under the proposed 
federal-state system. It was suggested that social insurance 
is exposed to the danger that reserves may be regarded as 
surplus and that safeguards against legislative effort in re- 
sponse to social pressure to provide benefits not justified by 
the contributions will be more difficult to secure from forty- 
eight legislatures than from Congress alone. 
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Without pronouncing on the desirability of merit-rating so 
much in demand in some quarters, it was argued that such a 
procedure probably could not be secured by the present tax- 
remission type of legislation, that it would be more feasible 
under a system of federal grants-in-aid and most easily 
applied in a national plan. Company and industrial insurance 
plans whether promoted by employers or trade unions and 
especially those extending over several states would also be 
most readily established under a national system; they would 
be less practicable under a grant-in-aid procedure and least of 
all under the tax-remission technique of the present bill. We 
might add that the argument that the states should be allowed 
to experiment could also be put forward for experimentation 
with industrial systems. 

Account was also taken of the higher administrative costs, 
varying degrees of efficiency and probabilities of friction in- 
volved in a procedure that establishes forty-eight state over- 
heads, and another at Washington, state and federal collection 
of pay roll taxes and forty-eight record systems duplicating a 
national system of pension records. 

Finally, it was urged that if a national plan of unemploy- 
ment insurance cannot be established now, if we must insure 
the same body of workers nationally for old age and in the 
federal-state fashion for unemployment, then we should enact 
grant-in-aid legislation which would make it possible to re- 
quire the states to observe uniform standards in such matters 
as waiting periods and benefit scales, thereby securing a degree 
of standardization in law and administration that would 
facilitate the transition to a national system which according 
to experience seems inevitable. 

In arguing for a national rather than a federal-state system 
of unemployment insurance, one must guard against over- 
statement. It is true that most industrial countries with long 
experience in relief and social insurance have learned by trial 
and error that problems of such extent, complexity and cost 
cannot be adequately dealt with by local agencies. National 
machinery should be established to secure nation-wide cover- 
age and uniform treatment for all citizens, to collect contribu- 
tions and pay benefits, to establish and maintain the actuarial 
basis and systems of records, to adjudicate claims and appeals, 
to pool risks and invest funds. Ultimately the national 
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treasury must provide the major part of any governmental 
contribution. 

But provision for partial maintenance of the flow of in- 
dividual incomes and of purchasing power when wages fail is 
not enough. States and local governments and private social 
work will have to deal with the intimate problems of the 
family in distress. They will have plenty of case work in 
the maintenance of morale and in rehabilitation and institu- 
tional care of the unfit, and the insured workers will in many 
cases need counsel and assistance beyond the limits of in- 
surance. National action to lift much of the financial burden 
of unemployment from the states and municipalities should 
enable them to provide better educational, vocational guidance, 
training, recreational and other facilities for the use of leisure 
time. The major responsibility of building a richer com- 
munity life will still be upon the local authorities. 

In time we shall probably leave to the states and municipali- 
ties the care of the unemployables and demand that they shall 
expand their welfare activities to meet adequately the needs 
of this relatively static minority element of the population. 
All this seems a sufficient challenge for any community. As 
for the men and women who do the nation’s work, moving 
about quite undeterred by state lines at the dictation of an 
ever-changing industry, we shall come to regard them as our 
principal national asset and treat them as such. 
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DISCUSSION: SECURITY IN EMPLOYMENT 


CHAIRMAN FoLks: You realize we have listened to two extremely 
informing, thoughtful, and very timely papers. The points made by 
Mr. Lewisohn have been settled for us for the moment, in the State 
of New York, by the bill in the Governor’s hands; on the other hand, 
the points discussed by Mr. Stewart are at this moment under 
adjudication at Washington and will be determined, if there should 
be a security bill dealing with this subject, at some time in the 
relatively near future. They may be determined in such a way as 
to revise the temporary decisions of New York on the points which 
Mr. Lewisohn discussed. Mr. Stewart’s paper is the first thorough- 
going, well-proportioned presentation of the facts which I have had 
the pleasure of listening to, as to the merits of a national system as 
compared with a state system. I confess I find it very impressive. 
I am sure that if you have any questions, Mr. Stewart and Mr. 
Lewisohn will be very glad to try to amplify or fortify what they 
said on any of these points. 


Mr. FRANK A. Morrison: I should like to ask four questions. 
Earlier in the afternoon we discussed the proposed pension bill, which 
would cost industry at the maximum 3 per cent of their pay roll; and 
I should like to ask first what, in the opinion of Mr. Stewart, in- 
dustry should pay toward the cost of unemployment; second, how 
long the waiting period should be before the employee starts to draw 
his compensation ; next I should like to ask what he thinks the maxi- 
mum amount of that compensation should be, and for what period 
of time. 


Mr. STEWART: Mr. Lewisohn should answer those questions be- 
cause he dealt with them in his paper. 


CHAIRMAN FoLks: Give us your own ideas and we will give 
him a chance later. 


Mr. LEWISOHN: He is the expert. 


Mr. STEWART: First, how much should they pay? If you are 
to have adequate unemployment insurance, they will have to pay 
more than the present 3 per cent. They are paying something like 
6 per cent in Germany; and I think that in England, with quite a 
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limited benefit as far as amount is concerned, it is approximately 
4¥%4 to 5 per cent. Now, I should like to see equal contributions by 
employers and employees. That is pretty much the established pro- 
cedure, and, being a conservative in these matters, 1 would stick to 
that; but we have developed a philosophy in this country that we 
can largely prevent unemployment and, therefore, you should make 
the employer pay it all. We will have to defer somewhat, I am 
afraid, to that argument, and I suspect most employers today would 
be glad to see a 1 per cent contribution from workers and a 3 per 


cent contribution from employers. They would be willing to take 
that, I think. 


Mr. LEWISOHN: Some of them. 


Mr. STEWART: Employers are individuals just like workers. I 
would say the groups that I have been in touch with are ready to 
make some kind of compromise and have almost given up hope of 
getting, for some time in the future, anything like equal contribu- 
tions. Ultimately we shall have to get 5 or 6 per cent, perhaps, as 
we realize the cost. 

The second question was about the waiting period. I think it 
should be relatively long. Tradition is that we should have a short 
waiting period, but our standard of life has been a little bit better 
than in most countries with unemployment insurance schemes, and 
our workers have been, on the whole, somewhat more resourceful, I 
think ; on the other hand, our depressions have of late been a little 
more serious. Our cyclical risk is relatively bad, and if we can 
reserve something more for the rainy day, then I think it better. 


CHAIRMAN FoLkKs: What is a short and what a long period? 


Mr. STEWART: I think three to four weeks’ waiting period, at 
least. If there were employee contributions, then we might have a 
case for shorter waiting periods; I mean, the employees would say, 
“This is our money and we want money now”, and there would 
have to be some deference to that attitude. But with their not con- 
tributing, and the employer trying to meet the worst risk, as he will 
want to, he has a right to some considerable say. 


CHAIRMAN Fo.ks: What is the New York State law? 
Mr. LEwIsOHN: The New York State law is three weeks. 
Mr. STEWART: Three weeks. Mr. Lewisohn is the expert. 


Mr. Morrison: Don’t you think three weeks is too short? 
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Mr. STEWART: I would prefer four, and I have come down to 
that. 


Mr. Morrison: For what length of period do you think you ought 
to pay them? 


Mr. STEwarT: That will depend on the kind of system you have. 
If you have a state system, one state will provide for a period three 
times as long as another, and there are likely to be at least two dozen 
durations, on the present proposed basis. It will eventually come 
down to the problem of how far the money will carry you. You 
would start off with, say, 50 per cent of the wages, and carry that 
as far as you could. In England they go to twenty-six weeks. I 
should like to see us go, if possible, twenty, and I should also like to 
see the system adjusted so employees with good employment records 
would be able to have certain additional credits of duration. 


Mr. Morrison: Comparing the Southern states with the North, 
where you have entirely different situations, haven’t you got to 
differentiate in each state as to the period of time and amount of 
minimum and maximum? 


Mr. STEWART: Well, the collections in the Southern states will 
be on pay roll, the same as elsewhere. They will, therefore, be on a 
lower pay roll, and that will mean a difference in benefits. Instead 
of $10 or $12 a week, it will probably be $6 or $8 a week. If you 
provide that kind of benefit procedure, you will get something of the 
flexibility you are after. The durations, of course, will vary. 


Mr. Epwarp Harris: As I read yesterday, there are twelve 
millions who have reached the age of twenty-one since 1929. 
Assuming the bill before. the New York State Legislature passes, 
how will they be taken care of? Who will take care of the students 
who come from the colleges and are unable to secure any employment? 


Mr. STEwarT: I said in the first few paragraphs of my paper 
that unemployment is a problem of such diversity it demands diversi- 
fied attack, and unemployment insurance is one unit in the attack. 
I am afraid the present youth problem will not be covered by un- 
employment insurance, and never will be. We shall have to have 
extra unemployment insurance provision for the people either who 
have not yet attained the age, or the employment record, to justify 
their drawing employment benefits, or who, on the other hand, have 
gotten past the unemployment insurance age, or in the course of their 
working years become disabled or otherwise ineligible for work. 
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CHAIRMAN FoLks: I suppose the answer at Washington is em- 
ployment on public works. 


Mr. Stewart: C.C.C. and that sort of thing. 


Mr. LEwisoHN: I would make the waiting period at least two 
months, but I am radical on this subject. Politics is the art of the 
possible and, as Mr. Stewart said, I don’t think we can expect to get 
a longer waiting period than three or four weeks. Nevertheless it is 
surprising how much longer you can make the period of benefits 
by making the waiting period longer. You might get as high as 
twenty-six weeks of benefit, which is what we are really seeking, 
something adequate to cover the cyclical risk. 


JEANETTE HoMAN: I understand that the state bill provides 
only for people who are receiving less than a certain amount of 
salary; on the other hand, the federal law taxes 3 per cent of the 
total pay roll, which means that you will be paying a tax on a total 


pay roll and yet only part of your people are going to get benefits. 
How can that be considered fair? 


CHAIRMAN Forks: The federal law hasn’t passed yet. Mr. 
Stewart ‘has been spending his time a good bit in Washington and 
maybe he knows what is going on there better than the rest of us. 


Mr. STEwaRT: Mr. Lewisohn and I were one in advocating at 
Washington that the tax should be imposed on the pay roll that was 
to be insured; that the people who would never draw a benefit 
should not have contributions or taxes paid in their behalf. But 
we were voices crying in the wilderness. At Albany you see the 
other situation. I suppose that either at Albany or at Washington 
the legislation will be adjusted. One of the arguments in the state 
legislatures has been that we have a year in which to iron out the 
differences and difficulties, no benefits being paid before we meet 
again—why worry about it? So, I suppose the question rests there. 


Mr. ALTMAN: Does Dr. Stewart believe in government contri- 
butions ? 


Mr. STEWART: I believe in government contributions in this 
sense: For this country at least I should like to have employer- 
employee contributions to provide the ordinary benefit, but at the 
expiration of the duration of ordinary benefit, then I should like to 
have the government come in to provide extended benefit, to extend 
the duration. One of my principal reasons is that I should like to 
see something not promised in our legislation, a great deal of 
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autonomy given to employers and employees in the operation of 
unemployment insurance. If they provided all the contributions 
themselves, they could quite justifiably ask for that. With our 
pension experience, we have got to be on guard against tinkering with 
the scientific administration of these funds. If we could let em- 
ployers and employees in the industry have autonomy to run the 
scheme up to the expiration of the ordinary benefit, then the govern- 
ment could come in with a sort of subvention to continue the duration. 


CHAIRMAN FoLKs: Would you have this aid extended to all of 
those who have been on benefit and are not yet employed, irrespective 
of need, or would you take need into account? 


Mr. STEWART: I would make a means test, but less serious and 
drastic than the ordinary poor relief means test. 


CHAIRMAN FOLKs: Maybe we will change that, too. It seems to 
me they go together. You made the same point about the govern- 
ment’s coming in, Mr. Lewisohn. 


Mr. LewisOHN: That is coming in as a second line of defense. 
There is also a third line of defense, which is the ordinary poor 
relief. The means test would be gradually increased. 


Mr. THoMaAS CaPPELL: Is there any maximum age of receiving 
benefits under unemployment insurance? 


Mr. STEWART: The usual practice is to put the retirement age at 
sixty-five, and once the worker reaches sixty-five he is no longer 
eligible, unless for very special reasons, for unemployment insurance 
benefits. 


CHAIRMAN Foks: Let me ask a political question. Is there any 
openness of mind in Washington as to the question of a federal 
system versus the kind of thing we have proposed now in Congress? 


Mr. Stewart: I think Mr. Lewisohn and I would agree there 
isn’t much openness of mind. (Laughter) 


Mr. Herpert Yust: I should like to ask Mr. Stewart what he 
thinks of changing the definition of employer from an employer of 
four to an employer of ten. How many are going to lose out by 
that change? 


Mr. STeEwarT: I favored including the employer of four persons 
and, as a matter of fact, would like to have the law made more all- 
inclusive than that; I, therefore, do not favor the change to ten. 
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As regards the number of people who will be excluded by the 
change, though I haven’t the figures in mind at the moment—but 
then I did look them up—my impression was it was not nearly as 
great as I would expect. 


Mr. Morrison: May I repeat the question I asked this morning 
respecting the attitude of Washington toward the employer who 
wishes to carry his own insurance? Under the Wisconsin act the 
mployer can qualify to carry his own unemployment plan. Is that 
possible under the federal act? 


Mr. STEWART: No. 
CHAIRMAN FoLks: That is one place where standards are set up. 


JEANETTE HOMAN: Limiting the law to employers employing 
ten or more people will have a tendency to squeeze down those on 
the borderline and to keep them from employing more people. If 
a man employed nine people, taking on a tenth employee would mean 
that he would have to contribute 30 per cent of that employee’s pay, 
that is, 3 per cent each for the ten. 


CHAIRMAN Folks: That would be true of any number. 


JEANETTE Homan: It would be more true of ten than of four. 
He could more easily distribute the work of ten among nine than he 
could distribute the work of four among three. 


CHAIRMAN Forks: Also the decimal figure is more easy to reckon. 


Mr. STEWART: I agree. 


CHAIRMAN Forks: We have had two very admirable experts, 
four, in fact, but I am speaking of this particular part of the program 
now. I think we have learned a great deal and I hope that in your 
respective, individual connections and capacities, whenever you join 
in conversations, as you can’t help doing, on this federal legislation, 
you will take the opportunity to express whatever opinions you may 
have arrived at in the course of listening to this discussion. 
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as well as for myself in expressing our very great regret that 

President Butler is unable to be here this evening, as he ex- 
pected to be, to preside. He had fully intended until just a very 
few days ago to be at this dinner, and it was only on the insistence 
of his physicians that he must cancel most of his evening engage- 
ments, and particularly at this time that he must not attempt to keep 
this appointment, that he very regretfully made his excuses. It is a 
very great disappointment and a loss to all of us. 

I remember two years ago hearing Lord Snell, one of the British 
Labor peers, speaking about the Brain Trust in the United States. 
It was at a time when the Brain Trust was still very much spoken 
of by a great many people in a great many places, and Lord Snell 
remarked that it was all very well to have experts on tap, but you 
should not have them on top. (Laughter) Like all generaliza- 
tions, that remark contains a considerable element of falsity, because 
there are experts and experts: there are practical experts and theo- 
retical experts ; there are experts who have some capacity for fitting 
into practical affairs because of familiarity with them, and others 
who, through lack of contact with such affairs, belong in a pigeon- 
hole of expertness. 

Our first speaker this evening is an expert, a practical expert in 
the field of old-age security. He has recently added another to the 
many occasions on which he has had an opportunity to acquire 
practical familiarity with the subject through his services as actuarial 


f HAVE no hesitation in suggesting that I speak for all of you 


1 At the Semi-Annual Dinner Meeting. 
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counsel for the Committee on Economic Security. He is the Presi- 
dent of the Provident Mutual Life Insurance Company of Phila- 
delphia, and a Vice-President of the Actuarial Association of America. 
I am particularly impressed by his service as actuarial counsel for 
the Committee on Economic Security because of the fact that he was 
the only one of the experts so attached who was not a professor. 
Mr. Linton is going to speak on the subject “ The Quest for Security 
in Old Age”, and it gives me very much pleasure to introduce to 
you Mr. Linton. 
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THE QUEST FOR SECURITY IN OLD AGE 
SOME PRACTICAL CONSIDERATIONS 


M. A. LINTON 
President, Provident Mutual Life Insurance Company of Philadelphia 


DECLINING birth rate, a lengthening life span, the 
A rigid restriction of immigration and the rigors of a 
major depression have all conspired to bring to the 
fore a problem with which this nation will be concerning itself 
for many years to come. That problem has to do with the 
rapidly increasing proportion of dependent old people who 
make up our population. At the beginning of the century 
about 3 million persons were aged 65 or over. Today, thirty- 
five years later, the number is about 7.5 millions or 6% of 
the population and in another thirty-five years it is likely to be 
15 millions or 10% of the population. 

A change of this magnitude will have far-reaching effects 
upon our national life. The increasing average age of the 
population will necessitate the adaptation of a larger and 
larger share of our industrial output to the needs and tastes 
of middle-aged and older people. Politically it may mean an 
increasing weight of conservative opinion as youthful enthu- 
siasm and inexperience will be represented by a smaller pro- 
portion of the electorate. But above all it will intensify the 
already powerful movement to bring about greater economic 
security for the sunset years of life. 

Before considering the old age problem in detail, I desire 
to emphasize what the President said last November. These 
are his words: “In developing each component part of the 
broad program for economic security we must not lose sight of 
the fact that there can be no security for the individual in the 
midst of general insecurity.” 

This statement is profoundly true. We make elaborate plans 
for this kind of economic security and that, talk glibly about 
what will be happening in 1965 and 1980 without realizing 
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as fully as we should the hollow mockery of it all if we do 
not develop a more stable economic order generally. We must 
learn more about the control of our economic machine and 
above all we must turn our faces against the insanity of another 
war with the profound economic dislocation it would bring in 
its wake. Unless this broader aspect of the problem is com- 
prehended, the creation of an elaborate mechanism and the 
laying of heavy taxes to provide security against old age, un- 
employment and the other hazards of life, will have been trag- 
ically in vain. As we now turn our attention to the specific 
problem of achieving security in old age we shall do well to 
keep in mind that it is but part of a much larger, all-inclusive 
problem, that of economic stability in general. 

The old-age security program immediately before the cour- 
try is that contained in the Social Security Bill recently re- 
ported by the Ways and Means Committee of the House. A 
number of changes from the form in which the bill was orig- 
inally introduced were made by the committee after extensive 
hearings. The old-age provisions involve two types of pro- 
tection. The first concerns those who are now too far ad- 
vanced in years to participate in a contributory system and who 
are found to be in need. This section of the plan provides 
what is called Old Age Assistance. The other section erects a 
compulsory contributory old-age pension plan for workers now 
below 59 years of age. Taxes are imposed upon certain classes 
of employees and their employers and in return the workers 
earn the right to what are called Federal Old Age Benefits. 

It should also be stated that even after the contributory plan 
has become fully operative there will still be need for the free 
pension plan to care for needy aged persons who, because of 
occupation or otherwise, were not included in the contributory 
plan. 


Old-A ge Assistance Plan 


The old-age assistance program contemplates codperation 
between the states and the federal government in the support 
of aged persons who are found to be in need and without “ rea- 
sonable subsistence compatible with decency and health.” 
Twenty-nine states already have enacted laws providing assist- 
ance to aged persons but in many instances the laws are ineffec- 
tive because of lack of funds. The federal government under 
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the proposed plan will contribute on a fifty-fifty basis toward 
a payment not exceeding $30 per month per person assisted. 
The individual state can pay as much as it desires but the fed- 
eral government’s contribution is limited to $15. If the state 
shall recover funds from the estate of a deceased person with 
respect to old-age assistance furnished to him, one half shall be 
paid to the federal government. 

The intention is to provide by 1940 that the age limit for 
qualification shall be 65. In the meantime, since a number of 
states now have an age limit of 70, the federal government will 
codperate with states having this higher age limit. Residence 
requirements shall not exclude anyone who has resided con- 
tinuously in a state for one year immediately preceding the 
application for a pension, and who has also resided in the state 
for five of the nine years preceding application. No citizen- 
ship requirement, as for example one which would require that 
the applicant should have been a citizen for a given period of 
time, shall be applied to exclude any United States citizen. 

In broad outline this moderate federal-state program for old- 
age pensions is a reasonable one. Owing to the fact that it 
will take time for the individual states to enact the necessary 
laws and to put the plan into operation after enactment, the 
cash outlay for the first few years is not likely to provide a 
reliable index of the ultimate cost of the system. Nor are the 
results achieved in the twenty-nine states which already have 
old-age pension laws likely to be of much help in throwing 
light upon the long-run cost of the program. In some states 
the pension benefits are quite restricted and in others a shortage 
of funds has rendered them largely inoperative. 


How Much Will it Cost? 


The probable cost of the free pension plan was the subject 
of a difference of opinion between the Committee on Economic 
Security and the actuaries who collaborated in the preparation 
of the estimates. Apparently the committee felt that the actu- 
aries were “ seeing things ” when they forecast a burden within 
ten years of upwards of 500 millions upon the federal govern- 
ment and an equal one upon the states. Five hundred millions 
is a huge sum compared with the appropriation of 50 millions 
provided in the revised bill for the year ending June 30, 1936. 
Inasmuch as it is going to take time to put the program into 
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effect it may well be that for the first few years the figures will 
not be startlingly large. However, the country should not em- 
bark upon a plan of this kind without realizing its probable 
long-run cost and taking into account the fact that this is only 
one part of a program which contemplates the raising of vast 
additional sums for other security proposals. 

The basis upon which the actuaries arrived at their estimates 
of the probable future cost of the assistance plan is quite simple 
and I think you may be interested in it. First it was neces- 
sary to estimate the total number of people aged 65 and over 
who would not be covered by the operation of the contributory 
plan. There was no disagreement upon these figures. 

Next it was necessary to estimate the percentage of the pop- 
ulation above the age of 65 and not covered by the contribu- 
tory plan who would be likely to apply for assistance and have 
their applications approved. The actuaries are firmly of the 
belief that the establishment of a well-advertised plan of this 
kind with Uncle Sam generously in the picture would greatly 
stimulate applications for pensions. More and more. persons 
would come to consider it proper to seek this kind of a 
and less and less would a stigma be attached to it. Thefrefore 
the assumption was made that in about twenty years, one half 
of those potentially eligible for the grant would be receiving 
it. For reasons previously indicated it is impossible to esti- 
mate accurately what will happen in the first few years. How- 
ever, this has but little significance from the long-run point of 
view. The actuaries assumed a 15% ratio of pensioners to 
eligible population in 1936. Year by year this was increased, 
to 33% in 1940, to 38% in 1945 and to 50% in 1957. 

Finally it was necessary to estimate the probable average 
amount of the federal grant to each person receiving assist- 
ance. The maximum is $15 per month and the actuaries as- 
sumed $12.50, or 83% of the maximum. This of course cor- 
responds on a fifty-fifty basis to a total of $25 per person from 
the state and federal government combined. 

Applying the foregoing factors to the number of people 
above the age limit and not covered by the contributory plan, 
it follows easily that the federal outlay ten years hence will be 
more than 500 millions a year. Remembering that the states 
contribute at least an equal amount, the total burden upon the 
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nation is estimated at more than a billion a year. As indi- 
cated above, the Committee on Economic Security felt that this 
estimate was too high. 


Canadian Experience 


Now it happens that Canada has an old-age pension plan 
somewhat similar to the one proposed for this country. It has 
been in effect for the longest period in British Columbia, where 
it became operative September I, 1927. The plan is operat- 
ing in eight provinces, accounting for about 68% of the total 
population of Canada. The maximum grant is $20 per month 
per person and the average grant for these eight provinces as 
of December 31, 1934, was $17.63, or 88% of the maximum. 
This compares with 83% assumed by the actuaries for this 
country. 

The Canadian plan applies to those over 70 years of age and 
of the total population of the eight provinces falling within 
the eligible age group already more than 36% are on the 
pension rolls. This compares with the actuaries’ estimate for 
this country of 33% after five years and 38% after ten years. 

There are differences of course between the Canadian plan 
and the one proposed for this country and the parallel can not 
be too closely drawn. A significant difference is in the age 
limits. Ours will be 65 after 1940. Will this mean that a 
smaller proportion of the population will come upon the pen- 
sion rolls than in Canada with its age limit of 70? It may, 
but we should not count upon it. The depression has borne 
heavily upon the workers of this country who are over 55 years 
of age and their savings ten years hence may not be significant. 

Of course in a field like this accurate forecasts are impossible. 
All we can do is to apply reasonable assumptions, based upon 
general considerations. However, in the light of the foregoing 
analysis is it likely that the actuaries have greatly overesti- 
mated the probable cost of the pension program? It may well 
turn out that they have underestimated it. Time only will 
tell. 

Certainly it would be wise to take into consideration the pos- 
sibility that the one billion estimate—500 millions for the states 
and 500 millions for the federal government—may prove to 
be approximately correct. Moreover it is almost certain that 
once the system has been established there will be powerful 
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political agitation for liberalized benefits. No account has 
been taken of this possibility in arriving at the estimate. The 
actuaries leave that to those better acquainted with the ways 
of politics. 

Transfer from State to State 


In connection with the free old-age pension plan I would 
direct attention to a practical human interest problem that will 
be encountered in its operation. It has to do with the possible 
transfer of a pensioner from one state to another. Many 
reasons for transfer will arise in practice. In a substantial 
number of cases aged people who have qualified in a given 
state will want to follow their son or daughter who has moved 
to another state. In other cases the rigorous climate of some 
of our states will make it advisable for the pensioner to move 
to a more favorable part of the country. To coop people up 
in states on penalty of losing their pension for five years if they 
move to another state would be unfortunate. In many cases it 
would cause much hardship and distress. 

To solve this problem is not easy but earnest effort should 
be made to do so. Canada provides that when the pensioner 
moves from one province to another that part of the pension 
not paid by the Dominion government shall be shared equally 
by the two provinces. This is in the event that the new prov- 
ince is in the pension plan. [If it is not, then the original prov- 
ince continues to pay what it would have paid if the pensioner 
had stayed at home. Surely we should try to find a reasonable 
American solution of this intensely human problem. 


Comparative Costs 


Before leaving the subject of the free pension plan let us 
delve a little into comparative costs. On the one hand, assume 
that the free pension plan is the only one that is finally adopted. 
On the other, assume that the plan recommended by the Com- 
mittee on Economic Security is the one that is adopted. This 
plan involves a contributory old-age pension system, supple- 
mented by free pensions to needy aged persons who would not 
have been covered by the contributory system. 

Taking a long-range view of the cost, the actuaries had esti- 
mated that by 1980 the free pension plan, standing alone, 
would require an outlay of about 2.6 billions a year, shared 
equally by the states and the federal government. The com- 
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mittee felt that this figure was excessive. Its own estimate 
was close to 1.7 billions. 

In discussing the free pension plan, the committee came to 
the conclusion that a contributory system was necessary in 
order to lighten the burden upon the taxpayers of the future. 
To quote the committee, “ Without such a contributory system 
the cost of pensions would in the future be overwhelming.” 
Using 1980 as an example, the figure that is overwhelming is 
either 1.7 or 2.6 billions, depending upon which estimate is 
accepted. 

Still using this much discussed year 1980 as an illustration 
let us see what the total cost of the committee’s plan amounts 
to, taking into account all old-age taxes whether paid by the 
federal government, the states, the employees or the employers. 
First the committee’s contributory system calls for a federal 
appropriation of 1.4 billions in 1980. Next there is the fed- 
eral grant to the states for the free pensions to those not in 
the contributory system. This will range from 500 millions 
down to perhaps one-half that sum, depending upon whether 
the actuaries’ or the committee’s basis of estimates is accepted. 
Next there is an amount from the states equal to the federal 
grant. The total of the three items is at best not much below 
2 billions and at worst well above that figure. 

Then there are the 2.2 billions of contributions provided 
equally by employees and employers through the medium of a 
tax on wages. Some of this large total would undoubtedly 
have been saved anyhow so that it would not be fair to call 
all of it a tax in the usual sense. However, a large part would 
be so considered and would represent money that otherwise 
would have been spent for consumption purposes. Finally 
there is the item of 450 millions interest on the government 
bonds in the reserve account. It is quite possible that the citi- 
zens of 1980 may think that there is a fairly close connection 
between this item and the tax budget that will have to be 
covered. 

As one compares the two plans one wonders why so impres- 
sive an adjective as “ overwhelming ” was not reserved for the 
second plan. The straight free pension plan seems quite mod- 
erate by comparison. Whoever wins the argument, of one 
thing we may be certain, the tax burden in 1980 is going to be 
exceedingly heavy. 
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The Contributory Old-Age Plan 


We come now to the second part of the old-age security pro- 
gram—that involving a tax on wages which in return shall 
provide a specified annuity for life commencing at age 65. 
The tax is to be paid fifty-fifty by the worker and his employer. 
It applies to all wages up to $3000 a year. If a person re- 
ceives more than that amount it applies to $3000 and to noth- 
ing above that figure. During the first three years of opera- 
tion, 1937, 1938 and 1939, the tax will be 1% for each party. 
This rate goes up 12% at three-year intervals so that commenc- 
ing in 1949 and continuing thereafter the worker and his em- 
ployer will each be paying 3% of the worker’s wages—a total 
of 6% in all. These rates represent a large increase over the 
rates recommended by the Committee on Economic Security 
and embodied in the original bill. The former rates were 12% 
on each party for the first five years, increasing 12% by five- 
year intervals to 212% in a period of twenty years, making an 
ultimate total for both worker and employer of 5% a year. 

Under the new bill the tax on the eiaployee is called an in- 
come tax and is to be deducted by the employer from the wages 
of the employee. The tax on the employer is called an excise 
tax. The taxes are to be collected by the Bureau of Internal 
Revenue and paid into the Treasury as internal revenue col- 
lections. There is to be created in the Treasury an Old Age 
Reserve Account. Each year there is to be appropriated to 
the account an amount sufficient as an annual premium to pro- 
vide for the old-age benefits, determined on a reserve basis in 
accordance with accepted actuarial principles. The funds in 
the reserve account not needed for current payments are to be 
invested in interest-bearing obligations of the United States 
or in any obligations guaranteed as to both principal and in- 
terest by the United States. Interest received and the proceeds 
of the sale of investments shall be credited to the account. 

The plan covers all who are employed except those in certain 
specified occupations such as, agricultural labor, domestic labor 
in a private home, casual labor not in the course of the em- 
ployer’s trade or business, those in the employ of the United 
States or of a state, those employed by non-profit organizations 
and on vessels. Owners, operators and the self-employed are 
not included in the plan. 


[380] 


1 
] 
1 


| 
| 

| 

| | 


No. 3] THE QUEST FOR SECURITY IN OLD AGE 109 


The amount of the pension commencing at age 65 is deter- 
mined by a formula the details of which I shall not describe 
here. An example or two will indicate the general nature of 
the benefit. A man working from age 45 to 65 at an average 
monthly wage of $200 will be entitled to a pension of $51.25 
per month (25.6% of wage) commencing at age 65. If his 
average wage were $100, the pension would be $32.50 (3232% 
of wage). If $50, it would be $22.50 (45% of wage). This 
shows clearly the general principle underlying the plan which 
is to give the lower paid workers a larger percentage of their 
average wage. The maximum pension would be $85 a month 
corresponding to an average monthly wage of $250 for a 
person starting in his early twenties. It may be mentioned in 
passing, since we shall come back to it later, that these benefits 
average substantially above the average benefit provided in the 
bill originally presented to Congress. 

The plan provides a death benefit equal to 342% of the total 
wages received by the worker upon which taxes have been 
levied. This death benefit carries over into the annuity period 
after age 65 so that if the worker starts to receive his annuity 
and dies before he has received in annuity payments an amount 
equal to 342% of his total wages, then the difference is paid to 
his estate. Since the worker’s maximum contribution is 3% 
of wages, the 312% return means that he will always receive 
back more than he has put in. 

With this brief outline of the provisions of the bill we may 
now consider the broad principles that underlie it. First I 
wish, as an actuary, that I could conscientiously stand up and 
cheer because the bill provides that the plan shall be operated 
upon generally accepted actuarial principles. Unfortunately 
I can not. In fact, it is the attempt to build up the stupendous 
reserves which actuarial principles call for, that fills me with 
deep misgivings. 

Function of a Reserve 


In a pension plan of this kind what do we mean by saying 
that it is actuarially sound? Primarily we mean that for a 
generation we shall collect contributions that shall so far exceed 
payments to pensioners that a reserve will be accumulated. 
The interest upon this reserve is then to be used to meet a large 
part of the pension payments that our children and grandchil- 
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dren will be called upon to make. For example, suppose that 
thirty-five years hence the total pension payments should 
amount to 3 billions and that a reserve of 35 billions had then 
been built up. The reserve is assumed to earn 3% interest or 
about one billion a year. This leaves, therefore, about 2 
billions to be collected annually for the specific purpose of 
meeting the pension payments. Therefore it is assumed that 
we have lightened the burden upon the next generation to the 
extent of the one billion interest on the accumulated reserve. 
But can we be sure that our assumption is correct? 

How will the interest of one billion be raised? Will it not 

appear in the nation’s tax budget of thirty-five years hence? 
If that is so then whether or not we have lightened the burden 
will depend upon how we have handled the investment of the 
reserve. If the funds should be used to buy up the government 
debt there would come a time, assuming an ultimate fund of 
the magnitude contemplated in the new bill, when all of the 
obligations of the government would be in the Old Age Re- 
serve Account. 
Unfortunately the carrying out of the program as outlined 
requires more self-denial than I fear the nation has yet 
achieved. The large excess of income over outgo continuing 
year after year might stimulate something quite different from 
a mere transfer of the federal debt from the hands of the public 
into the reserve account. One possibility is that it would result 
in an increase in debt because of political pressure for a spend- 
ing program. The reserve account would be an ideal place 
from which to borrow for current outlays. Should that occur 
we may well ask how our reserve has lightened the burden 
upon the future. 


Hazards of Large Reserves 


In all likelihood, however, we are talking theory and not 
taking practical, shall I say, political, factors into considera- 
tion. What is the chance that the 25 million voters who will 
have a vital stake in the plan will sit idly by for five, ten or 
fifteen years seeing the old-age contributions far exceed outgo 
(by perhaps a billion in 1950) without trying to do something 
about it? What will they care about actuarial theory? Are 
they not likely to say that it is obvious on the face of it that 
the benefits could be raised, that certainly the actuaries had 
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made a mistake? If they vote to increase the benefits they will 
have laid the basis for the most serious trouble in the future. 
The chances that the benefits will be raised are great, and if 
it should come to pass, the attempt to build a reserve upon 
actuarial principles would have proved nothing short of a dis- 
aster for the national economy of the next generation. 

Of course another alternative would be the reduction of the 
taxes, allowing the benefits to remain unchanged. This would 
probably be the lesser of the two evils—although it would 
obviously not lighten the burden of future taxpayers in carry- 
ing out the obligations we had imposed upon them in the belief 
that we could maintain a self-supporting system. 

Assuming these two hazards to have been avoided, there is 
another than deserves careful consideration. When the reserve 
account reaches sizable proportions it will not take long for 
the states to wake up to the fact that their citizens have a sub- 
stantial equity in it. These states or their political subdi- 
visions may get the idea that it would be helpful to have some 
of their own money invested back home instead of having it 
used to buy up the federal debt. If the idea should be backed 
by enough votes and the law should be amended to permit 
investment in state, county or municipal securities, can we be 
sure that the fund would be adequately secured against loss or 
that a spending orgy would not be stimulated by the access to 
“easy”? money? 

That the possibilities in the situation are real is indicated by 
the report in the press about two months ago which stated that 
members of the House Ways and Means Committee had pointed 
out that after the federal debt had been taken over, a fertile 
field for investment would be in state, municipal and county 
bonds. Loans to industry, or to home owners, or the expansion 
of the Reconstruction Finance Corporation were also mentioned. 
Moreover, it was suggested that if the surplus (sic) reserve got 
too big the tax rate could be reduced or the benefits increased 
or both. Need anything more be said? 

Finally the presence of a sizable reserve is always a temp- 
tation in a time of severe economic stress. When incomes are 
heavily cut in a depression, the levying of new taxes is bound 
to be painful. Ina future depression how long would actuarial 
theory stand up against the pressure to use the accumulated 
funds for emergency purposes rather than to vote heavier tax 
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levies upon the people? The reserve would be still more vul- 
nerable if income had exceeded outgo for a number of years. 
Such diversion of the funds might be necessary under the im- 
mediate stress but it would not help the future generation to 
meet the heavy pension obligations that had been assumed on 
the actuarial sufficiency theory. 

Last year the French government found itself hard pressed 
for funds for unemployment relief and upon looking around 
saw a source of ready money in the resources of the social in- 
surance plan, other than unemployment insurance. However, 
the law enacted in 1930 restricted the investments of the old- 
age and invalidity insurance funds so that it was necessary to 
change the law to permit lending the money for unemployment 
projects. The change was accomplished by executive decree 
May 15, 1934, providing that for the next six years, 75% of 
the available resources of the compulsory contributory old-age 
and invalidity insurance plan should be lent to various bodies 
for public works under government control. Whether or not 
loans of this character made under the stress of a depression 
emergency will turn out to be satisfactory investments for old- 
age funds, time alone will determine. 


British and German Precedents 


Reference is sometimes made to the reserves behind the 
British and German old-age pension plans, with implications 
that if those countries have reserves we can also accumulate 
reserves with safety. In considering the two plans dollar 
equivalents are used instead of pounds and marks. 

In the British plan with nearly 19 million contributors, the 
reserve reached the high point of about $230 million in 1931 
and has since declined so that in 1934 it was about $150 
million. 

The German plan started in 1891 and included nearly 12 
million persons. In the forty-two year period culminating in 
the great inflation which practically wiped out the accumulated 
fund, a reserve of about $750 million had been built up and 
the number of persons included in the plan had increased to 
about 17 millions. The fund was started again after the 
inflation, reached about $400 million in 1930 and then declined 
to about $300 million in 1933, the latest date for which figures 
are available. 
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The experience of neither Great Britain nor Germany, nor 
for that matter of any other nation, provides any precedent for 
the proposal to build reserves that run into the tens of billions 
of dollars. 

When discussing reserves an actuary is likely to be asked 
why the government should not adopt the same principles as a 
life insurance company which is required by law to build up 
reserves on an actuarial basis. The answer is that the circum- 
stances surrounding the two plans are quite different. The 
ultimate source of the life insurance company’s income is the 
premiums stipulated in its contracts. It has no power to tax 
any one to supplement that income. Its policyholders can not 
get together and vote to dissipate the reserve, decrease the 
premiums or increase the benefits. The reserve can therefore 
be protected and preserved for the use for which it was in- 
tended. A nation-wide pension plan involving more than 25 
million voters and building up huge reserves subject to political 
control and supported by taxes imposed by government, pre- 
sents an entirely different problem. 


The New Bill Also Involves a Deficit 


The bill as originally introduced contained more modest con- 
tributions and more modest benefits than the bill reported by 
the House Committee. The former did not provide an actu- 
arially sufficient plan. Even at that the reserves were esti- 
mated to reach a maximum of some I1 billions by about 1965, 
taking into account only occupations that are included in the 
later bill. By 1980, assuming that the reserve of 11 billions 
would have been maintained intact, the government would 
have had to make up a yearly deficit of approximately 1.1 
billions. Apparently this was unsatisfactory to the Adminis- 
tration and accordingly the Secretary of the Treasury proposed 
the increased rates of contribution by employees and employers 
that are embodied in the new bill. He also proposed a revised 
schedule of benefits somewhat different from those in the orig- 
inal bill but averaging about the same. The Ways and Means 
Committee accepted the increased rates of contribution but on 
its own responsibility adopted a new schedule of benefits in- 
volving a substantial increase in the average benefit. 
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In reporting its bill, the committee presented a table show- 
ing the estimated appropriations, benefit payments and reserves 
under its old-age plan. By 1950 the total receipts from con- 
tributions and interest exceed the pension payments by 1.5 
billions a year. Then the excess starts to go down and by 1970 
the figures are in a nose-dive. But strangely enough the table 
is cut off at this point and not continued to 1980 as was done 
by both the Committee on Economic Security and the Secre- 
tary of the Treasury. Had it been so continued the federal 
deficit in 1980 would have been nearly as large as under the 
original plan of the Committee on Economic Security, assum- 
ing the two plans to apply to the same classes of occupations. 
Since the House Committee excludes certain occupations in 
their bill, adjustments have to be made before direct compar- 
ison is possible. 

The prospect of a large deficit under the new bill is all the 
more serious in that it will occur despite the greatly increased 
taxes that are imposed by the new schedule. Take for example 
the case of a worker entering the plan it: 1937 at age 35 and 
receiving thereafter a level wage until retirement. The in- 
crease in his wage tax over the first ten years will be 113%, 
over twenty years 80% and over thirty years 50%. Although 
eventually the new rates are only 20% above the old ultimate 
rate, the increases in the early years are very large because the 
new scale advances so rapidly to its maximum. These same 
rates of increase would also apply to the taxes paid by the 
employers. 

Incidentally, since the bill provides that there shall each 
year be appropriated to the reserve account the amount called 
for on a sound actuarial basis and since on this basis, even the 
increased old-age taxes are still too small for the benefits 
promised, supplementary sums from other tax sources would 
have to be appropriated if the provisions of the bill were to be 
observed. The bill also calls for an annual report from the 
Secretary of the Treasury giving the actuarial status of the 
fund. The very first one to be prepared would show a deficit 
of more than Io billions. 

The revised bill, therefore, despite its increased tax burden, 
still fails to provide an old-age program that is self-supporting 
on an actuarial basis. 
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The Treasury Proposal 


The original bill provided, as has already been pointed out, 
for a heavy federal subsidy running over one billion a year 45 
years hence. In order to remove this undesirable feature the 
Secretary of the Treasury proposed the increased rates of tax 
embodied in the new bill. The purpose was to “ facilitate the 
continued operation of the system on an adequate and sound 
financial basis, without imposing heavy burdens upon future 
generations.” The schedule accompanying the Secretary’s 
proposals showed that the deficit had been removed and that 
by 1980 a reserve fund of nearly 40 billions (assuming in- 
clusion of the same occupation groups as are in the present bill) 
would have been created. 

Let us examine a little more closely into the manner in which 
the balance was accomplished. Suppose we should start out on 
the assumption that the pensions we are going to pay to those 
who are aged 20 or over when the plan starts, will be paid for 
in full on an actuarial basis by that same group of individuals. 
That is to say, we shall not attempt to pass on to posterity any 
part of the cost of these pensions. The adoption of the plan 
would call for a level contribution from the very start, prob- 
ably in excess of 812% of pay rolls. The rates of contribu- 
tion suggested by the Secretary started at 2% and increased 
to 6% in twelve years. In view of the higher figure mentioned 
above, how can the proposed scale of contributions produce a 
balanced system? 

The answer is that after twelve years when the uniform rate 
will be 6% we shall be charging new workers coming into the 
system say at age 20, a rate that is upwards of 40% greater 
than the true actuarial premium for the benefits they will 
receive. 

When the young men of the future ask why they and their 
employers should have to pay so large a rate, the answer will 
be that years before their fathers and grandfathers had made 
promises to each other which they did not have the money to 
carry out in full. Therefore they conveniently decided to pass 
on the deficiency by assessing a surcharge against their chil- 
dren and grandchildren. When the workers of the future 
come to appreciate fully the origin of this surcharge, are they 
not likely to make strenuous efforts to shift it to the general 
revenue fund? 
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The situation has a certain resemblance to what would 
happen if a life insurance company should reduce the premiums 
to its present policyholders and attempt to make good the de- 
ficiency by charging future new policyholders a substantial 
extra premium. The new policyholders would obviously not 
accept the extra charge. Is it wise to present an analogous 
situation to the new workers of the future? If anybody in the 
future is going to have to bear an extra burden because of the 
pensions to our generation, should it not be spread over the 
entire body of taxpayers and not concentrated upon those who 
are participants in the contributory plan? 

This analysis shows clearly the awkward dilemma which we 
face in establishing a comprehensive pension system. Theory 
says that our fathers and grandfathers should have accumu- 
lated a reserve, the interest on which would now enable us to 
cope with our pension problem without asking posterity to help 
us out. Although those who have preceded us built up a great 
nation and handed on to us a magnificent industrial plant, they 
did not build up pension reserves. As indicated above, we 
doubt whether it is possible for one generation to build up and 
conserve huge reserve funds so that they can be passed on to 
succeeding generations. However, we are now speaking from 
a theoretical viewpoint as it makes our problem easier to 
appreciate. 

Since we do not have these reserves we find that we have a 
double load to carry. First, unaided by the past, we must take 
care of those who are now old, and second, we feel impelled to 
create a reserve system for our present working population. 
Finding the double load exceedingly heavy we seek in one way 
or another to pass some of it along to the future. Struggle as 
we may with the problem, we find that the creation of an actu- 
arially sound pension plan for our present working population 
means passing on some of the burden to the future. Taking 
into account all of the burdens that the future will bring with 
it, is the passing on of this extra load a wise procedure? 


Conclusion 


The net result of all these considerations is that this country 


should stop, look and listen before it rushes headlong into a 


vast compulsory old-age pension system on a reserve basis. 
I yield to no one in my desire to see a practicable solution 
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worked out which shall solve the problem of bringing an old 
age of comfort to the maximum number of people. However, 
sentiment and emotion are not sufficient to provide the solu- 
tion. There are cold facts, political and economic, to be 
weighed and considered. 

The Committee on Economic Security in its report discusses 
the cost to this generation of creating a reserve system of old- 
age pensions. It points out that to incur this cost would im- 
pose an unfair burden on the younger part of the present gen- 
eration which would have a double load to carry. The com- 
mittee goes on to say, ‘‘ Expressed differently, the plan we ad- 
vocate amounts to having each generation pay for the support 
of the people then living who are old.” Assuming that the 
committee by this statement did not intend to minimize the 
importance of having as many people as possible make inde- 
pendent provision for their own old age (I am sure it did not 
so intend), I believe the committee is on the right track. It 
got somewhat off the track when it advocated a reserve of 15 
billions. Adhering to the broad principle that the committee 
has enunciated may lead to the right solution of the problem. 

Would not wisdom dictate that we now take the one step 
involved in the old-age assistance plan, allowing more time for 
a mature consideration of the probable consequences of at- 
tempting to force some 25 million people into a reserve pension 
plan of the magnitude proposed? We may find—and I trust 
it will not be through tragic experience—that the only prac- 
ticable long-run program is to meet the old age problem of 
our own generation, without running the risk of fastening on 
the next generation a burden they may find too heavy to bear. 
In the final analysis there may be no safe alternative to allow- 
ing each generation to meet its own old-age dependency prob- 
lem on a basis that is within the limit of its economic ability. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN JEssuP: The next speaker is Professor of Business 
Economics at Harvard University. He is a member of the Advisory 
Committee on Reémployment. He is undoubtedly known to many 
of you through his books and the articles he has written. Perhaps 
the topic on which he will speak may arouse in the minds of some 
the difficulty which was aroused in the mind of a certain foreigner 
who was struggling with the English language; in anticipation of a 
visit to America, he was endeavoring to master English, and an 
American friend abroad told him that it was merely a question of 
understanding a few little peculiarities. 

He said, “ For example, you just have to remember that r-o-u-g-h 
is pronounced ‘ ruff’, c-o-u-g-h is pronounced ‘ coff ’, b-o-u-g-h is pro- 
nounced ‘bow’, and when you have mastered a few little peculiari- 
ties like that, it is very simple.” 

So the foreigner came to New York, and on the first evening he 
was walking up Broadway and in great electric letters over his head 
he saw the sign, ‘‘ CAVALCADE PRONOUNCED Success”. He threw 
up his hands and said, “It is impossible!” (Laughter) 

The topic which Professor Slichter is going to discuss is “‘ The 
Government as an Economic Manager”. Professor Slichter! 
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THE GOVERNMENT AS AN ECONOMIC 
MANAGER 


SUMNER H. SLICHTER 


Professor of Business Economics, Harvard University 


I 
HE title of these remarks might be “The Great Di- 
lemma”. It is now pretty generally conceded that 


our economy is not self-adjusting. By this I mean 
that, once it gets out of balance, it does not promptly revert to 
balance. Disequilibrium produces, as an immediate effect, not 
a corrective movement, but more disequilibrium, and when the 
corrective movement does come, it is too violent. Hence in- 
dustry oscillates between two types of disequilibrium. All 
of this seems to indicate that stability of production and em- 
ployment cannot be achieved unless industry is subjected, in 
some measure, to central guidance and management. And yet 
our economy is so complex, so dynamic, so filled with power- 
ful special interests that one is compelled to doubt whether 
successful management is possible, whether the kind of man- 
agement we should probably get would be any better than no 
management at all. 

But regardless of whether the economic system can be man- 
aged, governments the world over are attempting to manage 
it. By this statement I do not mean simply that governments 
are intervening more and more in economic matters. I mean 
something more specific and more important. Much govern- 
ment intervention in economic affairs has involved no departure 
by the government from its historic réles of policeman and 
judge. But when the government undertakes to control prices 
and production, to determine whether more of this or less of 
that should be produced, whether this price is too high or that 
price is too low, whether prices in general are too high or too 
low, whether the volume of investment is too large or too small, 
it is stepping out of its traditional réles and is acting as a man- 
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ager, because decisions concerning prices, production, and the 
allocation of resources are the very essence of management. 

The most universal forms of economic management by gov- 
ernments are in the field of money and credit—the regulation of 
short-term interest and exchange rates and the control of the 
volume of currency and of the international flow of funds. The 
managerial activities of governments, however, extend far be- 
yond the field of money and credit. In Germany, the Bruening 
government, by its famous fourth emergency decree of 
December 1931, enforced widespread reductions in wages, 
rents, long-term interest rates, public utility rates and other 
prices. The Australian government has enforced reductions 
in wages and interest rates. The British government has 
endeavored to guarantee the prices of some agricultural com- 
modities, and, by indirect means, to reduce interest rates. 
The Italian government, by its decree of November 8, 1930, 
and by later decrees, has enforced reductions in wages, rents, 
many other prices, and, to some extent, interest rates. Both 
Germany and Italy have endeavored to control the investment 
of capital by requiring business men to obtain licenses to start 
new plants or to enlarge old ones. Recently Germany has 
made it illegal to increase the productive capacity of certain 
industries such as cement, electric cable and paper. The 
government of the United States has shown more interest in 
raising prices than in lowering them. The National Recovery 
Act is a vast scheme for facilitating, by indirect means, a rise 
in the price of many products and for directly enforcing an 
advance in wages. In addition, the government has become 
a party to many schemes for restricting the output and raising 
the prices of various commodities. 

The assumption of the new function of economic manage- 
ment by governments is bound to have momentous conse- 
quences for both industry and government. If capitalism 
requires management and if democracies fail to manage it 
successfully, their failure will mean the undermining of either 
democracy or capitalism or both. Tonight I wish to discuss 
the capacity of democracies to perform this new function. As 
governments have been led to become economic managers 
largely by the depression and as their managerial activities 
have been mainly attempts to promote business recovery, I 
shall limit my discussion to the specific question of the capacity 
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of democracies so to manage more stability into production and 
employment. It is convenient to divide my remarks into two 
parts. First, I wish to indicate the nature of the economic 
problem. Second, I wish to examine the political problem and 
to inquire whether democracies are likely to be capable of doing 
what seems to be economically necessary. 


II 


Booms and depressions may be regarded as fluctuations in 
the rate of growth and change, or, if you prefer, as changes 
in the rate at which the new wins out in competition with the 
old. The new and the old are in constant competition with 
each other and whether the country is prosperous or depressed 
depends upon whether the new is winning out rapidly or 
slowly in competition with the old. A depression, therefore, 
may be described as a period in which the rate of change and 
growth is abnormally slow, and a boom as a period in which 
the rate of change and growth is unusually fast. 

This way of looking at booms and depressions has important 
practical implications. It helps us see the fallacy in the 
popular notion that the existence of idle capacity in nearly all 
industries indicates the need for restrictions on new invest- 
ments. Both the German and the Italian governments seem 
to have been misled by this belief. As a matter of fact, idle 
men and idle machines mean that industry is not growing or 
changing fast enough and that investment needs to be stimu- 
lated, not fettered. This way of looking at booms and de- 
pressions also helps us see why the National Recovery Act has 
retarded recovery more than it has assisted it. The Recovery 
Act might be described as a device for raising the cost of 
change. Largely as a result of the Act, the prices of non- 
agricultural products were raised by 10 per cent during the 
last six months of 1933, and the price of labor, which in a 
consolidated income statement of American industry accounts 
for 60 per cent of all costs, was raised by 25 per cent during 
the same period. This is faster than the price of labor has 
ever advanced in a six-months’ period in the history of the 
country’s wage statistics. One need not be a business expert 
to understand that raising the cost of change will not increase 
the volume of change. 
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This way of looking at booms and depressions is useful also 
in explaining why the efforts of the government to prime the 
pump by huge public expenditures have had only a limited 
effect. No one can deny that these expenditures have been 
of some use, particularly in limiting the effects of the drought 
upon business. On the whole, however, the results must be 
regarded as disappointing. The government’s expenditures 
have produced a spectacular increase in the bank deposits of 
business enterprises during the last year, but there has been no 
corresponding increase in the checks drawn against these de- 
posits. In fact, although deposits are up 20 per cent in the 
last twelve months, debits are up only 7 per cent. 

The reason for the failure of the pump-priming policy is to 
be found in the conditions which govern the volume of busi- 
ness spending. Government spending, of course, tends to in- 
crease the bank balances of business enterprises, for the money 
which the government spends on relief and public works soon 
gets into the possession of business concerns. But enterprises 
do not increase their expenditures simply because their bank 
balances have grown. Their expenditures depend, in the 
main, upon the success of managers in discovering new ways 
of making money, that is, upon their success in discovering 
changes in products, processes and plant that can be advan- 
tageously made. Now, the success of managers in discovering 
new ways of making money depends, among other things, upon 
price relationships, particularly upon the relationship between 
the prices which govern the cost of change and the prices 
which govern the selling prices of commodities, especially con- 
sumers’ goods. When depression occurs, prices drop, but 
they do not drop by a uniform proportion. Between 1929 and 
1932, for example, the prices of consumers’ goods dropped 40 
per cent, but the prices of capital goods dropped only 25 per 
cent and the price of labor by 20 to 25 percent. By December 
1933, the prices of consumers’ goods were 30 per cent below 
1929, but the prices of capital goods were only 19 per cent 
below, and the price of labor was within 5 per cent of the 1929 
level. So long as relatively high costs and low selling prices 
make it difficult for managers to discover changes that can be 
profitably made, huge expenditures by the government do not 
prime the pump but simply cause idle balances to pile up in 
the possession of business concerns or assist enterprises in 
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reducing their debts. The history of the efforts of govern- 
ments the world over to stimulate spending during the depres- 
sion bears out this generalization. Scheme after scheme has 
failed or has produced only meagre results because it has left 
untouched the underlying cause of the low volume of business 
spending—namely the fact that high costs and low selling 
prices make it difficult for managers to discover changes on 
which money could advantageously be spent. 


III 


This analysis of the nature of booms and depressions and 
of the conditions which govern the volume of business spend- 
ing makes the outlook for the successful management of 
capitalism by democracies look dark indeed. For my analysis 
indicates that the government can do relatively little to control 
booms and depressions unless it can exercise a substantial 
degree of control over the cost of change. In periods of de- 
pression, for example, there is needed either a rise in the prices 
of consumers’ goods relative to the cost of change or a drop 
in the cost of change relative to the prices of consumers’ goods. 
Large relief expenditures by the government have a tendency 
to raise the prices of consumers’ goods and thus to increase the 
number of changes which business men can advantageously 
make, but experience shows that the effect of even huge relief 
expenditures upon the prices of consumers’ goods is small. In 
order to rectify the relationship between the cost of change 
and the prices of consumers’ goods, it is apparently necessary 
for the government to force reductions in the prices of many 
forms of capital goods and of the labor used in making and 
installing them. This apparently means that the government 
cannot do very much to control depressions unless it is in a 
position to exercise rather precise and selective control over a 
considerable number of prices. 

Such public control over prices is rather frightening. It is 
difficult, for example, to imagine the spirit of enterprise 
flourishing within an elaborate and comprehensive framework 
of price controls, because business men would restrict their 
commitments out of fear that the price-fixing agencies would 
order new or additional price reductions. I am unable to 
see a satisfactory way out of the difficulty. The best sugges- 
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tion that I can offer is that the government might use its own 
bargaining power to induce needed price changes. If the 
government were to embark upon a program of public spend- 
ing for the purpose of alleviating the depression, it would be 
in a position to induce reductions in the prices of capital goods 
and labor by predicating its willingness to buy these goods 
upon the willingness of industry and labor to make given 
concessions in their prices. At the same time the government 
expenditures would give much needed support to the prices of 
consumers’ goods. There would, of course, be no assurance 
that private buyers would be able to buy capital goods at the 
same low prices obtained by the government, but it is probable 
that the concessions made to the government would be ex- 
tended in whole or in part to private buyers. 


IV 


As a proposition in economic theory it sounds simple enough 
to say: “ Let the government predicate its expenditures for 
public works upon given reductions in certain prices—particu- 
larly capital goods and labor.” As a matter of both admin- 
istration and politics, it is obvious that the proposal is full of 
dynamite, as the experience of Mr. Eastman with the price of 
rails and of the T.V.A. with the price of cement clearly indi- 
cates. This brings us to the political problem which is created 
when governments undertake to act as economic managers. 

The essence of the problem may be stated in a-single sen- 
tence. It is one of striking a satisfactory balance between 
special interests and common interests and between immediate 
interests and future interests. The great vice of laissez-faire 
has been that pursuit of individual interests has prevented the 
advancement of many common interests. The same difficulty 
is bound to emerge in a somewhat different form under a 
policy of economic management. If, for example, the people 
give the government a mandate, as they have done all over 
the world during the last several years, to promote stability of 
production and employment, they must be willing to permit 
the government to stimulate change and growth during 
periods of depression by inducing reductions in the prices 
which govern the cost of change, including the price of 
some types of labor. This is bound to be intensely unpopular 
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with some groups in the community. Indeed, during every 
depression there is certain to be great pressure upon the 
government to discourage rather than encourage change. Such 
pressure will come from the owners and employees of estab- 
lished enterprises which would be injured by the competition 
of new concerns and new industries. As a general propo- 
sition, however, the achievement of stability requires that in 
times of depression, the government encourage rather than 
discourage change and growth—it is the very time when more 
change rather than less change is needed. If the government 
is dominated by pressure groups, each of which is primarily 
concerned, not with the condition of the country as a whole, 
but with some special interest which its members have in 
common, the efforts of the government to promote general 
purposes, such as stability of production and employment, will 
be defeated by its inability to take steps which are objection- 
able to this or that pressure group. 

Successful economic management must take account, not 
simply of the first effects of policies, but also of secondary 
effects. Politics and politicians, however, are concerned in 
the main with the very short-run, with first effects. With elec- 
tions every two years as in the United States, this, of course, is 
inevitable. Unless the conflict between the first effects, with 
which politicians are primarily concerned, and the secondary 
effects, which measure the success of economic policies, can be 
diminished, it is plain that the government cannot satis- 
factorily perform the new function of economic management. 

All of this makes the outlook dark indeed. And yet much 
can be done to improve the chance that the government will 
become a successful economic manager. Three fundamental 
changes are necessary: (1) limiting the power of pressure 
groups in politics; (2) making politics less a matter of ex- 
tremely short-run results; and (3) transferring to non- 
political agencies wide latitude in selecting and executing 
economic policies. 

The United States might be described as the land of the 
pressure group. Pressure groups flourish here because party 
discipline is weak. When the parties are unable to control 
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the votes of their individual members, the pressure groups 
have an opportunity to control these votes. The result is that 
trading and log-rolling occur in Congress, which means that 
they occur at the wrong time and at the wrong place. Please 
do not misunderstand me. I am not suggesting that trading 
and log-rolling are reprehensible per se. As a matter of fact, 
they are necessary, a process by which diverse interests are 
reconciled and compromised and a more or less consistent 
program is developed. But the place for log-rolling is in the 
party convention or the party caucus, and the time for it is 
before election when the party is preparing a program to 
submit to the people. When log-rolling occurs in Congress, 
it destroys not only party unity, but, as a necessary corollary, 
party responsibility. Much of the legislation which is passed 
represents the program of no definite organization, no definite 
organization sponsors it, and no definite organization can be 
held responsible for it. 

The bulwark against the pressure group is the political 
party. When the parties are able to control the votes of their 
members, the pressure groups must deal, not with the in- 
dividual party members, but with the parties. The effects of 
this are obvious. The influence of the pressure groups is not 
destroyed, but it is greatly diminished, because the parties 
must think in terms of national, or at least regional, majorities. 

The absence of party discipline in the United States is 
attributable fundamentally to the separation between the 
legislative and the executive branches of the government. This 
separation makes it possible for Congress to defeat an Admin- 
istration bill without producing a political crisis. Hence, even 
the members of the Administration party feel free to vote 
against Administration bills which they dislike. When the 
legislature selects the executive, and the executive remains in 
office only so long as it commands the majority in the legisla- 
ture, the members of the majority party have the choice of 
supporting the executive or facing a new election. Conse- 
quently, differences within the majority party are fought out 
in cabinet, the caucus, or the committee of the whole, and 
legislation is passed by a party vote with each party assuming 
responsibility for its position. The way to create party disci- 
pline and party responsibility, therefore, is to abolish the 
separation between the legislature and the executive, to stipu- 
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| late that the cabinet be selected by the legislature, or at least 
the popular branch of the legislature, and that Congress be 
dissolved and a new election held whenever the executive fails 
| to command a majority in the legislature. This, incidentally, 
is a constitutional change which is needed regardless of 
whether or not the government continues its attempt to per- 
form the new function of economic management. As the 
government is now constituted, it is structurally incapable of 
having definite policies. No one is in a position to speak for 
the several divisions of the government and to inform the 
country that “this is or is not the policy of the government.” 
| Until there are definite organizations that can be held re- 
sponsible for public policies, it is fatuous to expect great 
progress to be made in raising the plane of politics in the 
| United States. 
Making politics less a matter of the extremely short run 
requires that the biennial elections be abolished. A four-year 
| (or better still a five- or six-year) term for Congress should be 
established—subject to the duty of the cabinet to order a disso- 
lution upon the defeat of an Administration measure. With 
election never more than two years off, it is inevitable that poli- 
ticians judge policies almost exclusively by first effects. The 
biennial election is an ideal device for assuring that the gov- 
ernment will fail as an economic manager. 
| The importance of granting wide latitude to non-political 
administrative agencies in determining and executing economic 
policies is. obvious. The selection and execution of eco- 
nomic policies—the management of the credit system, of a 
public spending program, or an exchange equalization fund— 
involve a host of technical questions which economic experts 
must decide. The necessity for decision by experts extends to 
the timing of action as well as to the selection of policies. 
Hence, non-political administrative agencies must possess wide 
discretion in deciding when to act or not to act as well as 
what to do. 

But is not this notion of giving non-political agencies wide 
discretion in determining economic policies an idle dream? 
Judicial and quasi-judicial bodies which apply accepted rules 
to determine rights and duties in specific cases can be kept 
rather free of political control. But every economic policy 
is also a political policy, because the men in office are held 
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responsible for its results. And the men whose political 
careers depend upon the outcome of policies will always 
insist upon the last word in molding policies. It is unthink- 
able, for example, that the Federal Reserve authorities would 
long pursue a credit policy to which the government in office 
vigorously objected. It is likewise unthinkable that the gov- 
ernment’s buying power would be used in times of depression 
for the purpose of forcing reductions in certain prices without 
the approval of the government in power. 

Must one conclude that the government is doomed to fail 
as an economic manager because its policies are bound to be 
determined in the last analysis by men who understand politics 
but not economics? Certainly such a result is possible, and 
even probable, but it is by no means inevitable. Several steps 
may be taken to increase the influence of the non-political 
administrative experts in the determination of policies. Two 
have been mentioned, namely (1) reducing the political power 
of pressure groups by increasing the power of the parties and 
(2) lengthening the permissible term of office of Congress to 
four years or more. These changes would reduce the pressure 
upon political leaders and hence improve the opportunity of 
non-political administrative experts to influence the decisions of 
the politicians. In the last analysis, however, the influence of 
the administrative experts upon policies must depend upon the 
experts themselves, that is, upon their success in persuading 
political leaders to accept, or at least to permit, the policies 
which the experts advise. In other words, the economic 
experts must literally win a voice for themselves in the deter- 
mination of policies by their knowledge of facts, by their 
ability to point out the probable results of this or that action 
and to persuade political leaders that certain steps should be 
taken, certain policies continued, others dropped, others 
avoided. Can any more impressive argument be given for the 
imperative necessity of creating opportunities for career men 
in the public service to enable the government to compete 
more effectively with business for the best brains in the land? 
Since the politicians are bound to have the last word in molding 
public economic policies, the success of the government as an 
economic manager must hinge upon the influence of the 
administrative experts with the politicians. 
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VI 


The outlook I have pictured for the success of the govern- 
ment as an economic manager is not rosy, but I believe it is 
realistic. In concluding my remarks let me invite your atten- 
tion to the consequences of the failure of the government to 
be successful as an economic manager. Suppose, for example, 
that the effect of its policies is to increase rather than to 
diminish the points of rigidity in the economic system and, 
therefore, to accentuate rather than to diminish the violence 
of booms and depressions. Or suppose that the administrative 
agencies which mold and execute public economic policies fail 
to convince business men and savers that they are competent 
and fair—with the result that capitalism loses much of its 
spirit of enterprise and fails to provide sufficient new jobs for 
the increasing population. Or suppose that the government 
is dominated by pressure groups with the result that business 
men are unable to predict what the policy of the government 
will be and no one in the government is in a position to tell 
them what it will be. This is bound to cause postponement of 
commitments at ali times in a considerable part of industry, 
which, in turn, will mean chronic unemployment for men and 
machines. Any of these results, it is clear, would threaten 
the stability of capitalism and democracy. Indeed, when one 
considers the consequences of the bad central management of 
our economic system, it is plain that the government, in under- 
taking this new function, is gambling with tremendous stakes. 
It is undertaking something which must be done well, if it is 
done at all. For this reason, I trust that you will not regard 
me as radical when I insist that it is folly for us to permit the 
government to assume this new function unless we change the 
Constitution so as to permit government by parties instead of 
by pressure groups, unless we do away with the biennial elec- 
tions of Congress, and unless we reorganize the public service 
to make it attractive to career men. 
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THE CHATHAM HOUSE CONFERENCE 


PHILIP C. JESSUP 
Associate Professor of International Law, Columbia University 


HESITATE to detain you even for a moment after you 

| have had the pleasure and advantage of listening to the 

other two speakers talk so brilliantly on matters of 
current interest and great importance. 

If President Butler had been able to be here tonight, you 
would have had the privilege of hearing him say a few words 
about the Chatham House Conference which met in London 
the last fifth of March. I had the privilege of attending that 
Conference and I have been asked to say just a very few 
words about it. 

President Butler and the Trustees of the Carnegie Endow- 
ment for International Peace were induced to summon a con- 
ference to meet in London, composed of individual experts 
in certain lines of activity, because official governmental con- 
ferences summoned for the purpose of remedying the existing 
financial and economic difficulties of the world had been unable 
to reach any agreement. It was felt that if a body of inde- 
pendent experts, unhindered by the limitations and bonds of 
governmental and political difficulties, could meet together 
and discuss these problems, they might be able to come to a 
basis of agreement on some fundamental propositions which 
might at least serve as a direction and as a guide for the 
thinking and for the activity of people in countries throughout 
the world. 

The Conference met with a composition of about sixty 
persons. Since it met in England, it was quite natural that 
the largest delegation came from that country. There were 
delegates also from Germany, from Italy, from France, from 
Belgium, from Holland, from Norway, from Canada, and 
from Sweden, in addition to those from the United States. 
These men were chosen because of their capacity and experi- 
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ence, particularly in the fields of monetary and economic prob- 
lems. In large part they were men of affairs, bankers, 
businessmen, ship-owners, and so on. Some of them were 
economic and financial experts and advisers to governments. 
Many of them were or had been in some governmental position, 
although in all cases an attempt was made not to have among 
the delegates those who were bound by an official status. 

The Conference met for three days; on the first two days 
they discussed economic and financial problems; on the third 
day, political problems having to do with the organization of 
the world for peace. 

In considering the economic and financial problems, the 
delegates agreed upon certain propositions which to some may 
appear to be a statement of the obvious, but which in reality 
represented a consensus of opinion arrived at after an ex- 
change of views which covered an enormous amount of detail, 
considering the short space of time available. 

Their conclusions dealt with the reduction of tariffs in order 
to facilitate the free movement of goods. They dealt with 
the stabilization of exchanges on a gold parity. They sug- 
gested procedures along the line of the Ouchy Convention and 
along the line of the Montevideo resolution in regard to the 
most-favored-nation clause. 

In the political field they suggested a strengthening of con- 
sultative procedures, a renewal of the disarmament conference 
on a basis of equality, a strengthening of the machinery of the 
League of Nations, and a strengthening of the procedures for 
judicial settlement and conciliation of international disputes. 

Those recommendations, which are condensed into a very 
few words, give you no picture even in their full texts—and 
even a less sufficient picture in my bare abstract of them—of 
the interchange of ideas and of solutions which occurred dur- 
ing the sessions of the Conference. There was one remark 
made by Professor Zimmern, of Oxford University, which I 
think was of considerable significance in expressing an attitude 
commonly held by those who attended the Conference. He 
called attention to a recent poll of the school children of 
France in which they were asked to vote who was the greatest 
of all Frenchmen. “I suppose you think they all said 
Napoleon”, Professor Zimmern said, “but not at all. An 
overwhelming majority of the votes were cast for Pasteur.” 
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He added, ‘‘ There is a very considerable lesson in that little 
incident, because the world in its attitude toward these prob- 
lems still seems to be in a state of childhood and needs to be 
raised into adulthood.” What we need, he suggested, “ is 
abandonment of a childish devotion to matters of pride and 
prestige and military glory. We should Pasteurize inter- 
national relations.” (Applause) 

I think that those who look upon the results of a meeting 
such as that of the Chatham House Conference and try to 
measure its value by the bare words which are contained in 
the resolutions adopted, or try to measure its success by the 
immediate consequences on practical affairs which flowed from 
the adoption of those resolutions, fail to take into account 
something which is illustrated day after day and century 
after century in the movement of all international affairs. It 
is a principle which has occasionally guided wise statesmen. 
It is a principle which is rarely taken into account by the man 
on the street in considering matters of this kind. The prin- 
ciple is that no progress is made in international affairs by 
leaps and bounds; that all progress has come by very slow and 
deliberate steps, one step after the other, until finally an 
advance is made from the position in which we find ourselves. 

It was, I think, because of the feeling that a great advance 
must be made at a single step; it was because of the desire for 
too much, that the lack of success exists in regard to the cre- 
ation of the peace machinery at the conference which followed 
the World War. In establishing the League of Nations, with 
its very broad and comprehensive ideals and schemes for inter- 
national control and pacification, an attempt was made to bring 
the millennium to earth through the medium of a single docu- 
ment, and at one single step, and it is not succeeding. It may 
very well be true that the present highly disturbed and disturb- 
ing situation in Europe and in the Far East, with its direct 
implications for our country, may bring us back to a position 
from which, in line with the recommendations of the Chatham 
House Conference, it may be possible to renew again a real 
progress in international affairs—a progress by slow, de- 
liberate, and at the time apparently disappointing steps, but 
steps which eventually move us a little bit forward from the 
chaotic condition in which we find ourselves. 
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